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Cohen,  Hon.  Wilbur  J.,  former  Secretary  of  HEW,  dean,  School  of  Edu- 
cation, University  of  Michigan   2121 

Community  Council  of  Greater  New  York,  Rev.  Robert  P.  Kennedy,  chair- 
man, Task  Force  on  Adequate  Income  and  Services;  accompanied  by: 
Bernard  M.  Schiffman,  executive  director,  CCGNY;  and 
Jerry  A.  Shroder,  director  of  information  services,  CCGNY   1344 
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Conner,  Hon.  Louise  T.,  State  senator  from  Delaware;  accompanied  by:  Page 

Arva  Jackson,  aide  to  Gov.  Russell  W.  Peterson  of  Delaware   2268 

Corcoran,  Rev.  Msgr.  Lawrence  J.,  secretary,  National  Conference  of 

Catholic  Charities   1727 

Cosgrove,  John  E.,  director,  social  development,  U.S.  Catholic  Conference.  1714 
Coughlin,  Rev.  Bernard  J.,  chairman,  Division  Cabinet  of  Social  Policy 

and  Action,  National  Association  of  Social  Workers,  Inc.;  accompanied 

by: 

Glen  Allison,  director,  Washington  Office,  NASW   1690 

Council  for  the  Advancement  of  Psychological  Professions  and  Sciences 
(CAPPS),  Jack  G.  Wiggins,  psychologist,  member,  Board  of  Governors, 
Cleveland,  Ohio ;  accompanied  by : 

A.  Eugene  Shapiro,  diplomate,  clinical  psychology,  consultant  in 

psychology,  St.  Michael's  Hospital,  Newark,  N.J   2434 

Council  of  State  Chambers  of  Commerce,  Paul  P.  Henkel,  chairman, 
Social  Security  Committee,  accompanied  by : 

William  R.  Brown,  associate  research  director   754 

Cronkhite,  Leonard  W.,  Jr.,  M.D.,  chairman-elect,  Association  of  American 
Medical  Colleges'  Council  of  Teaching  Hospitals;  accompanied  by: 
John  M.  Danielson,  director,  Department  of  Health  Services  and 

Teaching  Hospitals,  AAMC   2630 


Dealaman,  Doris,  Freeholder,  Somerset  County,  N.J.,  chairman,  Welfare 
Committee  of  the  National  Association  of  Counties;  accompanied  by: 
Ellis  P.  Murphy,  director,  social  services,  Los  Angeles  County,  Calif., 

president,  National  Association  of  County  Welfare  Directors; 
David  Daniel,  director,  Public  AID,  Cook  County,  111.;  and 
Ralph  Tabor,  director,  Federal  Affairs,  National  Association  of  Coun- 
ties  

Delta  Associates  International,  William  H.  Shaker  

Dibble,  E.  T.,  management  systems  consultant,  Atlanta,  Ga  

Dorrity,  Thomas  G.,  M.D.,  president,  Association  of  American  Physi- 
cians and  Surgeons;  accompanied  by: 

Frank  K.  Woolley,  executive  director,  AAPS  

Dowda,  F.  William,  M.D.,  secretary  and  member,  board  of  directors, 
American  Association  of  Foundations  for  Medical  Care;  accompanied 
by: 

James  Bryan,  consultant,  Washington  representative,  AAFMC  

Dowling,  Richard  J.,  director,  governmental  affairs,  American  Speech  and 
Hearing  Association;  accompanied  by: 

Dr.  F.  T.  Spahr,  deputy  executive  secretary,  ASHA  

Duke  University  School  of  Law,  Clark  C.  Havighurst  

Eagleton,  Hon.  Thomas  F.,  a  U.S.  Senator  from  the  State  of  Missouri  

Edwards,  Ozzie,  National  Federation  of  Social  Service  Employees  and 

Affiliated  Organizations  

Evans,  Hon.  Daniel  J.,  Governor  of  the  State  of  Washington  

Ewing,    Margaret,   attorney,   national  health  and  environmental  law 
program,  University  of  California,  Los  Angeles;  accompanied  by: 

Harvey  Makadon,  health  law  project,  University  of  Pennsylvania 

Law  School  

Federation  of  Protestant  Welfare  Agencies  of  New  York,  John  J.  Keppler; 
accompanied  by: 

Samuel  Felder,  consultant  

Fisher,  Frances  E.,  American  Dietetic  Association;  accompanied  by: 

Lois  Earl,  nutritionist,  Washington,  D.C.,  member,  ADA  

Freeman,  Roger  A.,  senior  fellow,  the  Hoover  Institution  on  War,  Revolu- 
tion, and  Peace,  Stanford  University,  California  

Gaboury,  Fred,  cochairman,  National  Coordinating  Committee  for  Trade 

Union  Action  and  Democracy  

Gaver,  Kenneth,  M.D.,  Department  of  Mental  Hygiene  and  Corrections, 
Columbus,  Ohio;  accompanied  by: 

Harry  C.  Schnibbe,  executive  director,  National  Association  of  State 
Mental  Health  Program  Directors,  Washington,  D.C  
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Gavin,  James  A.,  legislative  director,  National  Federation  of  Independent 

Business;  accompanied  by:  Page 

Thomas  Rae,  Washington,  D.C.,  staff   914 

Gibson,  Robert  W.,  M.D.,  medical  director,  the  Sheppard  and  Enoch 

Pratt  Hospital,  Towson,  Md   2408 

Gilligan,  Hon.  John  J.,  Governor,  State  of  Ohio;  accompanied  by: 

John  E.  Hansan,  director,  Department  of  Welfare,  Ohio   1101 

Goldwater,  Hon.  Barry,  a  U.S.  Senator  from  the  State  of  Arizona   1783 

Gravel,  Hon.  Mike,  a  U.S.  Senator  from  the  State  of  Alaska   2599 

Green,  Roy  A.,  Jr.,  director,  Welfare  Department,  California  Chamber  of 

Commerce   1827 

Group  Health  Association  of  America,  Jeffery  Cohelan;  accompanied  by: 

W.  Palmer  Dearing,  M.D.,  medical  consultant,  GHAA   2390 

Gurney,  Hon.  Edward  J.,  a  U.S.  Senator  from  the  State  of  Florida   797 

Harrell,  Edward  M.,  M.D.,  president,  Louisiana  State  Medical  Society; 

accompanied  by: 

Paul  Perret,  associate  secretary-treasurer,  LSMS   2663 

Havighurst,  Clark  C,  professor  of  law,  Duke  University  School  of  Law__  2563 
Health  and  Welfare  Council,  Chester  Shore,  chairman,  Committee  on 

Federal  Legislation   2289 

Heller,  James  H.,  chairman,  American  Civil  Liberties  Union   2376 

Henkel,  Paul  P.,  chairman,  Social  Security  Committee,  Council  of  State 
Chambers  of  Commerce;  accompanied  by: 

William  R.  Brown,  associate  research  director   754 

Holmes,  Burton  C,  vice  chairman,  National  Association  of  Life  Under- 
writers Committee  on  Federal  Law  and  Legislation;  accompanied  by: 

Michael  Kerley,  staff  counsel,  NALU   906 

Hoover  Institution  on  War,  Revolution,  and  Peace,  Roger  A.  Freeman, 

senior  fellow,  Stanford  University,  Calif   1511 

Hughes,  Peter,  legislative  representative,  National  Retired  Teachers 
Association  and  the  American  Association  of  Retired  Persons,  accom- 
panied by : 

Robert  Sykes,  legislative  representative,  both  associations   750 

Ingraham,  Hollis  S.,  M.D.,  president,  Association  of  State  and  Territorial 

Health  Officers   2383 

Jordan,  Vernon  E.,  Jr.,  executive  director,  National  Urban  League   2210 

Kennedy,  Rev.  Robert  P.,  chairman,  Task  Force  on  Adequate  Income  and 
Services,  Community  Council  of  Greater  New  York;  accompanied  by: 
Bernard  M.  Schiffman,  executive  director,  CCGNY;  and 

Jerry  A.  Shroder,  director  of  Information  Services,  CCGNY   1344 

Keppler,  John  J.,  executive  vice  president,  Federation  of  Protestant  Wel- 
fare Agencies  of  New  York;  accompanied  by: 

Samuel  Felder,  consultant   6714 

Kessler,    Mrs.    Gladvs,    Counsel,  Working   Mothers   United  for  Fair 

Taxation   1741 

Knack,  Lee  E.,  director  of  labor  relations,  Morrison- Knudsen  Co.  of  Boise, 

Idaho   1441 

Knebel,  James  D.,  executive  vice  president,  National  Association  of  Blue 
Shield  Plans;  accompanied  by: 

Lawrence   C.   Morris,   vice  president,   Planning  and  Programing, 

NABSP   2737 

Koch,  Hon.  Edward  L,  a  Representative  in  Congress  from  the  State  of 

New  York   2606 

Kurfess,  Charles  F.,  speaker,  Ohio  House  of  Representatives,  in  behalf  of 
the  National  Legislative  Conference;  accompanied  by: 
Allen  Dines,  State  senator,  Colorado;  and 

Richard  S.  Hodes,  State  representative,  Florida   2252 

League  of  Women  Voters  of  the  United  States,  Lucy  Wilson  Benson,  presi- 
dent; accompanied  by: 

Leonard  Lesser,  consultant; 

Jack  T.  Conway,  president,  Common  Cause;  and 

Jack  Moskowitz,  consultant   1236 

Leopold,  Jonathan,  M.D.,  commissioner,  Department -of  Mental  Health, 
Montpelier,  Vt.;  and  Gaver,  Kenneth,  M.D.,  commissioner,  Department 
of  Mental  Hygiene  and  Corrections,  Columbus,  Ohio;  accompanied  by: 
Harry  C.  Schnibbe,  executive  director,  National  Association  of  State 

Mental  Health  Program  Directors,  Washington,  D.C   924 
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Liberty  Lobby,  Washington,  D.C.,  Warren  S.  Richardson   770 

Licht,  Hon.  Frank,  Governor,  State  of  Rhode  Island;  accompanied  by: 
John  J.  Affleck,  director,  Rhode  Island  Department  of  Social  and  Re- 
habilitative Services;  and 
Joseph  F.  Murray,  acting  administrator,  assistance  payments  program.  1027 
Life  Insurance  Association  of  America,  John  S.  Pillsbury,  Jr.,  chairman 
and  chief  executive  officer,   Northwestern  National  Life  Insurance 

Company   740 

Life  Insurers  Conference,  John  S.  Pillsbury,  Jr.,  chairman  and  chief  execu- 
tive officer,  Northwestern  National  Life  Insurance  Company   740 

Loughery,  Richard  M.,  administrator,  Washington  Hospital  Center,  on 
behalf  of  the  American  Hospital  Association;  accompanied  by: 

Kenneth  Williamson,  deputy  director,  AHA,  and  director,  Washing- 
ton Service  Bureau   2274 

Louisiana  Hospital  Association,  Warren  W.  Simonds,  president;  accom- 
panied by:  Charles  R.  Gage,  executive  director,  LHA   2516 

Louisiana  State  Medical  Society,  Edward  M.  Harrell;  accompanied  by: 

Paul  Perret,  associate  secretary-treasurer,  LSMS   2663 

McDaniel,  Durward  K.,  national  respresentative,  the  American  Council 

of  the  Blind,  Washington,  D.C   780 

McLean,  Mrs.  Elaine,  vice  president,  Washington  State  Welfare  Rights 

Organization   2239 

Maisonpierre,  Andre,  vice  president,  American  Mutual  Insurance  Alliance.  2548 

Management  Systems  Consultant,  E.  T.  Dibble,  Atlanta,  Ga   2370 

Meskill,  Hon.  Thomas  J.,  Governor  of  the  State  of  Connecticut   2007 

Michigan  University,  School  of  Education,  Hon.  Wilbur  J.  Cohen,  dean..  2121 
Minarchenko,  Paul  J.,  director  of  legislation,  American  Federation  of 

State,  County,  and  Municipal  Employees,  AFL-CIO   1767 

Mitchell,  Clarence,  director  of  the  Washington  Bureau  of  the  National 

Association  for  the  Advancement  of  Colored  People   2220 

Modlin,  E.  C,  president,  North  Carolina  Social  Services  Association; 
accompanied  by: 

Beverly  Heitman,  chairman,  H.R.  1  Task  Force  of  North  Carolina.  _  1700 
Montoya,  Hon.  Joseph  M.,  a  U.S.  Senator  from  the  State  of  New  Mexico.  1205 
Moore,  Florence,  executive  director,  National  Council  for  Homemaker- 
Home  Health  Aide  Services,  Inc.;  accompanied  by: 

Patricia  Gilroy,  executive  director,  Homemaker  Service  of  the  Na- 
tional Capital  Area,  Washington,  D.C   2491 

Morrison-Knudsen  Co.  of  Boise,  Idaho,  Lee  E.  Knack,  director  of  labor 

relations   1441 

Murphy,  Richard  E.,  assistant  to  the  general  president,  Service  Employees 
International  Union,  AFL-CIO;  accompanied  by: 

Paul  Quirk,  president,  local  509,  Boston,  Mass   1759 

Myers,  Robert  J.,  former  chief  actuary,  Social  Security  Administration. __  861 
Nagle,  John  F.,  chief,  Washington  office,  National  Federation  of  the  Blind.  775 
National  Association  of  Blue  Shield  Plans,  James  D.  Knebel;  accompanied 
by: 

Lawrence    C.   Morris,   vice   president,   planning  and  programing, 

NABSP   2737 

National  Association  for  Mental  Health,  Hilda  Robbins,  member,  Public 
Affairs  Committee;  president,  Pennsylvania  Mental  Health,  Inc.,  Fort 

Washington,  Pa   2479 

National  Association  for  the  Advancement  of  Colored  People,  Clarence 

Mitchell,  director,  Washington  Bureau   2220 

National  Association  of  Counties,  Doris  Dealaman,  Freeholder,  Somerset 
County,  N.J.,  chairman,  Welfare  Committee;  accompanied  by: 

Ellis  P.  Murphy,  director,  social  services,  Los  Angeles  County,  Calif., 

president,  National  Association  of  County  Welfare  Directors; 
David  Daniel,  director,  public  aid,  Cook  County,  111. ;  and 
Ralph  Tabor,  director,  Federal  affairs,  National  Association  of  Coun- 
ties  1220 


X 


Public  Witnesses — Continued 


National  Association  of  Life  Underwriters  Committee  on  Federal  Law  and 

Legislation,  Burton  C.  Holmes,  CLU,  vice  chairman;  accompanied  by:  Pase 
Michale  Kerley,  staff  counsel,  NALU   906 

National  Association  of  Social  Workers,  Inc.,  Rev.  Bernard  J.  Coughlin, 
chairman,  Division  Cabinet  of  Social  Policy  and  Action;  accompanied 
by: 

Glen  Allison,  director,  Washington  Office,  NASW   1690 

National  Association  of  State  Mental  Health  Program  Directors,  Jonathan 
Leopold,  M.D.,  commissioner,  Department  of  Mental  Health,  State  of 
Vermont;  Kenneth  Gaver,  M.D.,  commissioner,  Department  of  Mental 
Hygiene  and  Corrections,  State  of  Ohio;  accompanied  by: 

Harry  C.  Schnibbe,  executive  director   924 

National  Conference  of  Catholic  Charities,   Rev.   Msgr.  Lawrence  J. 

Corcoran,  secretary   1727 

National  Coordinating  Committee  for  Trade  Union  Action  and  Democracy, 

Fred  Gaboury,  cochairman   1775 

National  Council  for  Homemaker-Home  Health  Aide  Services,  Inc., 
Florence  Moore;  accompanied  by: 

Patricia  Gilroy,  executive  director,  Homemaker  Service  of  the  Na- 
tional Capital  Area,  Washington,  D.C   2491 

National  Council  of  Jewish  Women,  Mrs.  Donald  Brown,  national  board 
member;  accompanied  by: 

Mrs.  Bernard  Koteen,  chairman,  Day  Care  Committee   1733 

National  Federation  of  Independent  Business,  James  A.  Gavin,  legislative 
director;  accompanied  by: 

Thomas  Rae,  Washington,  D.C,  staff   914 

National  Federation  of  the  Blind,  John  F.  Nagle,  chief,  Washington  office..  775 
National  Federation  of  [Social  Service  Employees  and  Affiliated  Organi- 
zations, Ozzie  Edwards   2507 

National  Federation  of  Student  Social  Workers,  Thomas  J.  Banaszynski; 
accompanied  by: 

Hector  Sanchez,  coordinator  of  education,  NFSSW   1867 

National  health  and  environmental  law  program,  Margaret  Ewing, 
University  of  California,  Los  Angeles;  accompanied  by: 

Harvey  Makadon,  health  law  project,  University  of  Pennsylvania 

Law  School   2702 

National  League  of  Senior  Citizens,  Mike  Burk,  legislative  advcoate, 

Los  Angeles,  Calif   899 

National  Legislative  Conference,  Charles  F.  Kurfess,  speaker,  Ohio 
House  of  Representatives;  accompanied  by: 
Allen  Dines,  State  senator,  Colorado;  and 

Richard  S.  Hodes,  State  representative,  Florida    2252 

National  Medical  Association,  Emerson  Walden,  M.D.;  accompanied  by: 
Drs.  John  Chissell,  Erman  Edgecomb,  John  A.  Kenney,  Jr.;  and 

Loy  Kirkpatrick,  counsel   2636 

National  Retired  Teachers  Association,  Peter  Hughes,  legislative  represent- 
ative; accompanied  by: 

Robert  Sykes,  legislative  representative    750 

National  Urban  League,  Vernon  E.  Jordan,  Jr.,  executive  director.   2210 

National  Welfare  Rights  Organization,  George  A.  Wiley,  executive  director; 
accompanied  by: 

Beulah  Sanders,  national  chairman,  NWRO   2059 

New  York  State  Civil  Service  Employees  Association,  Theodore  C.  Wenzl, 

president   2234 

New  York  State  Legislature,  Hon.  Henry  A.  Wise,  former  member   1626 

Nixon,  Allen,  president-elect,  Southern  States  Industrial  Council;  accom- 
panied by: 

Anthony  Harrigan,  executive  vice  president  --  1620 

Noland,  Royce  P.,  executive  director,  American  Physical  Therapy  Associa- 
tion, Washington,  D.C   2486 

North  Carolina  Social  Services  Association.  E.  C.  Modlin,  president; 
accompanied  by: 

Beverly  Heitman,  chairman,  H.R.  1  Task  Force  of  North  Carolina. __  1700 
Northwestern  National  Life  Insurance  Co.,  John  S.  Pillsbury,  Jr.,  chairman 

and  chief  executive  officer   740 
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Obey,  Hon.  David  R.,  a  Representative  in  Congress  from  the  State  of  Pafitf 
Wisconsin   1212 

Oglivie,  Hon.  Richard  B.,  Governor,  State  of  Illinois;  accompanied  by: 

Edward  T.  Weaver,  director,  Illinois  Department  of  Public  Aid   1043 

Oiler,  Jose  Garcia,  M.D.,  president,  American  Council  of  Medical  Staffs; 
accompanied  by: 

Edward  S.  Hyman,  M.D.,  secretary,  ACMS   2683 

Pechman,  Joseph  A.;  accompanied  by: 

Alice  M.  Rivlin,  Brookings  Institution   801 

Pepper,  F.  J.,  M.D.,  vice  chairman,  American  Veterans  Committee   2288 

Percy,  Hon.  Charles  H.,  a  U.S.  Senator  from  Illinois   1377 

Pillsbury,  John  S.,  Jr.,  chairman  and  chief  executive  officer,  Northwestern 
National  Life  Insurance  Co.,  on  behalf  of  American  Life  Convention, 
Life  Insurance  Association  of  America,  and  Life  Insurers  Conference, 
accompanied  by: 

Richard  Minck,  actuary,  Life  Insurance  Association  of  America   740 

Public  Services  Committee,  P.  Richard  Stoesser,  chairman,  Board  of 
Commissioners,  Midland  Countv,  Mich;  accompanied  by: 
R.  Jerry  Bennett,  chairman,  Board  of  Commissioners;  and 

H.  M.  Meredith,  county  social  services  director   1303 

Reagan,  Hon.  Ronald,  Governor  of  the  State  of  California;  accompanied 
by: 

Robert  Carieson,  director  of  social  welfare   1873 

Reid,  Joseph  H.,  executive  director,  Child  Welfare  League  of  America; 
accompanied  by: 

Jean  Rubin,  staff   2026 

Richardson,  Warren  S.,  general  counsel,  Liberty  Lobby,  Washington,  D.C_  770 
Robbins,  Hilda,  member,  Public  Affairs  Committee,  National  Association 
for  Mental  Health;  president,  Pennsvlvania  Mental  Health,  Inc.,  Fort 

Washington,  Pa  ..   2479 

Rockefeller,  Hon.  Nelson  A.,  Governor  of  the  State  of  New  York;  accom- 
panied by: 

Barry  Van  Lare,  executive  deputy  commissioner,  Department  of 

Social  Services,  New  York  State   2144 

Ross,  Hon.  James  E.,  chairman,  Beaver  County  Commissioners,  Beaver, 
Pa.;  accompanied  by: 

Cosmo  Morabito,  assistant  administrator,  Beaver  County  Hospital, 

Pa   2581 

Salt  Lake  area  community  action  program,  William  F.  Biggs,  Salt  Lake 
City,  Utah;  accompanied  by: 

Bonnie  Hartley,  vice  president,  Utah  Welfare  Rights;  and 
Andrew  Gallegos,  Coalition  of  Spanish  Speaking   Organizations  of 

Utah  .   2358 

Sargent,  Hon.  Francis,  Governor  of  Massachusetts;  accompanied  by: 
Leonard  Hausman;  and 

Edward  Moscovitch,  economists    942 

Schloss,  Irvin  P.,  legislative  analyst,  American  Foundation  for  the  Blind, 

Washington,  D.C  -   790 

Service  Employees  International  Union,  AFL-CIO,  Richard  E.  Murphy, 
assistant  to  the  general  president;  accompanied  by: 

Paul  Quirk,  president,  local  509,  Boston,  Mass   1759 

Shaker,  William  H.,  Delta  Associates  International   2299 

Sheppard  and  Enoch  Pratt  Hospital,  Robert  W.  Gibson,  Towson,  Md   2408 

Shore,  Chester,  chairman,  Committee  on  Federal  Legislation,  Health  and 

Welfare  Council  of  the  National  Capital  area   2289 

Simonds,  Warren  W.,  president,  Louisiana  Hospital  Association;  accom- 
panied by : 

Charles  R.  Gage,  executive  director,  LHA   2516 

Smith,  Hon.  Preston,  Governor,  State  of  Texas;  accompanied  by: 
Raymond  Vowell,  commissioner  of  public  welfare,  and 

Ed  Powers   1088 

Smith,  Richard  S.,  welfare  supervisor,  Prince   Georges  County,  Md., 

Department  of  Social  Sciences   887 
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Social  Security  Administration,  Robert  J.  Myers,  former  chief  actuary   861 

Southern  Illinois  University,  Carbondale,  111.,  Thomas  M.  Brooks,  dean, 
School  of  Home  Economics,  member,  American  Home  Economics 
Association;  accompanied  by: 

Doris  Hansen,  executive  director,  American  Home  Economics  As- 
sociation  1637 

Southern  States  Industrial  Council,  Allen  Nixon,  president-elect;  accom- 
panied by: 

Anthony  Harrigan,  executive  vice  president   1620 

Stoesser,  P.  Richard,  chairman,  Public  Services  Committee,  Board  of 
Commissioners,  Midland  County,  Mich.;  accompanied  by: 
R.  Jerry  Bennett,  chairman,  Board  of  Commissioners;  and 

H.  M.  Meredith,  County  Social  Services  Director   1303 

Stone,  Virginia,  chairman,  Executive  Committee,  Division  of  Geriatric 
Nursing  Practice,  American  Nurses'  Association;  accompanied  by: 
Constance  Holleran,  director,  Governmental  Relations  Department, 

ANA_-   2421 

Thompson,  William,  stated  clerk,  United  Presbyterian  Church,  U.S.A.; 
accompanied  by: 

Dorothy  Height,  vice  president,  National  Council  of  Churches  of 

Christ  in  the  U.S.A.;  and 
Hobart  Burch,  general  secretary  for  health  and  welfare,  United  Church 

of  Christ  Board  for  Homeland  Ministries   1472 

Tresnowski,  Bernard  R.,  senior  vice  president  for  Federal  programs,  Blue 

Cross  Association   2744 

Trister,  Michael  B.,  Washington  Research  Project  Action  Council;  ac- 
companied by: 

Nancy  Duff  Levy   2352 

Ullmann,  Hon.  Al,  a  Representative  in  Congress  from  the  State  of  Oregon.  1292 
United  Presbyterian  Church,  U.S.A.,  William  Thompson,  stated  clerk; 
accompanied  by: 

Dorothy  Height,  vice  president,  National  Council  of  Churches  of 

Christ  in  the  U.S.A.;  and 
Hobart  Burch,  general  secretary  for  health  and  welfare,  United  Church 

of  Christ  Board  for  Homeland  Ministries   1472 

U.S.  Catholic  Conference,  John  E.  Cosgrove,  director,  social  development.  1714 
Walden,  Emerson,  M.D.,  president,  National  Medical  Association;  ac- 
companied by: 

Drs.  John  Chissell,  Erman  Edgecomb,  John  A.  Kenney,  Jr.;  and  Loy 

Kirkpatrick,  counsel   2636 

Washington  Hospital  Center,  Richard  M.  Loughery,  administrator,  on 
behalf  of  the  American  Hospital  Association;  accompanied  by: 

Kenneth  Williamson,  deputy  director,  AHA,  and  director,  Wash- 
ington Service  Bureau   2274 

Washington  Research  Project  Action  Council,  Michael  B.  Trister;  accom- 
panied by: 

Nancy  Duff  Levy   2352 

Washington  State  Welfare  Rights  Organization,  Mrs.  Elaine  McLean, 

vice  president   2239 

Webber,  Clyde  M.,  executive  vice  president,  American  Federation  of 
Government  Employees;  accompanied  by: 

Stephen  A.  Koczak,  director  of  research   1751 

Weems,  Samuel  A.,  prosecuting  attorney,  17th  Judicial  District,  State  of 
Arkansas,  legislative  chairman  of  the  Arkansas  Prosecuting  Attorneys 

Association   835 

Welch,  George  A.,  Area  Resources  Improvement  Council,  Benton  Harbor, 
Mich.;  accompanied  by: 

J.  Howard  Edwards,  executive  director,  ARIC; 

Roger  Curry,  executive  vice  president,  Twin  Cities  Area  Chamber  of 
Commerce;  and 

Andy  Takacs,  director,  government  and  urban  affairs,  Whirlpool  Corp.  1320 
Wenzl,  Theodore  C,  president,  New  York  State  Civil  Service  Employees 

Association   2234 
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Wiggins,  Jack  G.,  psychologist,  Cleveland,  Ohio,  member,  Board  of 
Governors,  Council  for  the  Advancement  of  Psychological  Professions 
and  Sciences  (CAPPS),  and  executive  committee;  accompanied  by: 

A.  Eugene  Shapiro,  diplomate,  clinical  psychology,  consultant  in  Page 

psychology,  St.  Michael's  Hospital,  Newark,  N.J   2434 

Wiley,  George  A.,  executive  director,  National  Welfare  Rights  Organiza- 
tion; accompanied  by: 

Beulah  Sanders,  national  chairman,  NWRO   2059 

Wilt,  Lynda,  president,  Aid  to  Dependent  Children  Association  of  Lane 
County,  Oreg. ;  accompanied  by : 
Patricia  Ban; 
Robin  Derringer;  and 

Loretta  Daniel   2336 

Wise,  Hon.  Henry  A.,  former  member  of  the  New  York  State  Legislature.-  1626 
Wolfbein,  Seymour  L.,  Chamber  of  Commerce  of  the  United  States  of 
America;  accompanied  by: 

Karl  T.  Schlotterbeck,  consultant  on  economic  security   1389 

Working  Mothers  United  for  Fair  Taxation,  Mrs.  Gladys  Kessler   1746 

Wyman,  George  K.,  president,  American  Public  Welfare  Association; 
accompanied  by: 

Wilbur  J.  Schmidt,  chairman,  National  Council  of  State  Public  Welfare 

Administrators;  and 
Lloyd  E.  Rader,  director,  State  Department  of  Institutions,  Social  and 

Rehabilitative  Services,  Oklahoma   1643 

Communications 

Abzug,  Hon.  Bella  S.,  U..S  Representative  from  New  York   2778 

Acuff,  Charles  E.,  president,  National  Association  of  Coordinators  of  State 

Programs  for  the  Mentally  Retarded,  Inc   3318 

AFL-CIO,  Andrew  J.  Biemiller,  director,  Department  of  Legislation   1825 

Agnes,  Sister  Mary,  O.P.,  administrator,  Holy  Family  Hospital   2983 

Air  Line  Pilots  Association,  International,  Capt.  Paul  Metcalf,  chairman, 

Committee  on  Discrimination  in  Pilot  Employment   3360 

Alabama  State  Agency  for  Social  Security,  Edna  M.  Reeves,  director   3323 

Allied  Pilots  Association,  Martin  C.  Seham,  general  counsel   3445 

American   Association   of   Bioanalysts,    Bernard    Diamond,  chairman, 

Government  and  Professional  Relations  Council   3406 

American  Association  of  Blood  Banks   3297 

American  Association  of  Dental  Schools,  John  J.  Solley,  D.D.S.,  president.  2993 
American  Association  of  University  Women,  Mrs.  Sherman  Ross,  chairman, 

legislative  program  committee   3447 

American  Bar  Association,  Milton  M.  Carrow,  chairman,  section  of  admin- 
istrative law   2857 

American  Chiropractic  Association  and  International  Chiropractors  Asso- 
ciation, Dr.  John  L.  Simons,  president,  American  Chiropractic  Associa- 
tion; and  Dr.  William  S.  Day,  president,  International  Chiropractors 

Association   2857 

American  Clinical  Laboratory  Association,  James  L.  Johnson,  president   3426 

American  Life  Convention,  Life  Insurance  Association  of  America,  William 
B.  Harman,  Jr.,  general  counsel,  ALC,  and  Kenneth  L.  Kimble,  vice 

president  and  general  counsel,  LI  A  A   749 

American  College  of  Nursing  Home  Administrators,  Donovan  J.  Perkins, 

D.P.A.,  president   2860 

American  Insurance  Association,  T.  Lawrence  Jones,  president   2558 

American  Medical  Association   3242 

American  Nurses  Association,  Inc.: 

Constance  Holleran,  director  Government  relations   2434 

Eileen  M.  Jacobi,  R.N.,  Ed.  D.,  executive  director   3240 

American  Nursing  Home  Association  of  the  Medicare  and  Medicaid 

Programs,  John  K.  Pickens   2528 

American  Optometric  Association   2994 

American  Parents  Committee,  Inc.,  George  J.  Hecht,  chairman   2861 

American  Pharmaceutical  Association   3292 

American  Podiatry  Association,  Ernest  M.  Weiner,  D.P.M.,  president   3305 
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American  Public  Health  Association   3364 

American  Society  of  Medical  Technologists   3259 

American  Speech  and  Hearing  Association,  Kenneth  O.  Johnson,  Ph.  D., 

executive  secretary   2862 

Andersen,  Arthur  &  Co.,  Allan  J.  Winick,  partner   2863 

Annunzio,  Hon.  Frank,  U.S.  Representative  from  Illinois   2781 

Anti-Defamation  League  of  B'nai  B'rith,   David  A.   Brody,  director, 

Washington  office   3094 

Armstrong,  A.  W.,  business  office  manager,  Overlake  Memorial  Hospital. _  2976 

Arthur  Young  &  Co.,  Washington,  D.C   2374 

Associated  General  Contractors  of  America,  William  E.  Dunn,  executive 

director   3235 

Association  of  American  Physicians  and  Surgeons,  Walter  R.  Buerger, 

M.D.,  secretary-treasurer   3390 

Association  of  Children  and  Youth  Project  Directors,  Fred  Seligman,  M.D., 

M.P.H.,  chairman   3288 

Baker,  Gerald  W.,  administrator,  Willapa  Harbor  Hospital   2979 

Ballard,  John  H.,  executive  director,  Welfare  Council  of  Metropolitan 

Chicago   3253 

Baroness  Erlanger  Hospital,  E.  B.  Craig,  controller,  T.  C.  Thompson 

Children's  Hospital   2864 

Beilenson,  Hon.  Anthony  C,  U.S.  State  senator  from  California   2810 

Bennett,  R.  Jerry,  chairman,  Board  of  Commissioners   1319 

Benson,  Lucy  Wilson,  president,  League  of  Women  Voters  of  the  United 

States   1268 

Bentley,  CD.,  administrator,  the  Valley  Memorial  Hospital   2980 

Bernadette,  Sister  Mary,  administrator,  Saint  Margaret's  Hospital   3098 

Bernardin,  Most  Rev.  Joseph  L.,  general  secretary,  U.S.  Catholic  Con- 
ference                                                                                        1726,  3447 

Biaggi,  Hon.  Mario,  U.S.  Representative  from  New  York   2782 

Biemiller,  Andrew  J.,  director,  Department  of  Legislation,  AFL-CIO   1825 

Bigelow,  John,  executive  vice  president,   Washington  State  Hospital 

Association   2985 

Bird,  Robert  J.,  Bird  &  Tansill   3274 

Blackburn,  Clark  W.,  general  director,  Family  Service  Association  of 

America   3294 

Blair,  F.  E.,  executive  director,  Ohio  Valley  General  Hospital  Association.  2967 

Bliss,  Paul  S.,  administrator,  Seattle  General  Hospital   2979 

Blomquist,  Paul,  administrator,  Grays  Harbor  Community  Hospital   2978 

Boucher,  Anne  Carey,  chairman,  Maryland  Commission  on  the  Status  of 

Women,  Department  of  Employment  and  Social  Services   2940 

Boyer,  John  C,  business  manager,  Mount  Carmel  Hospital   2976 

Boynton,  Alice,  consultant,  United  Low  Income,  Inc   3258 

Brighton-Allston  Community  Health  Corp.,  Robert  A.  England,  president.  3098 

Bristor,  Delos  J.,  hospital  administrator,  Coulee  General  Hospital   2985 

Brody,  David  A.,  director,  Washington  Office,  Anti-Defamation  League 

of  B'nai  B'rith   3094 

Bromberg,   Michael  D.,   director,   Washington  Bureau,   Federation  of 

American  Hospitals   2928 

Brown,  Hon.  Garry,  U.S.  Representative  from  Michigan   2785 

Buck,  Arthur  L.,  state  representative,  National  Legislative  Conference 

Task  Force  on  Human  Resources   2855 

Buck,  Hon.  Arthur  L.,  U.S.  State  Representative  from  Wyoming   2991 

Buerger,  Walter  R.,  M.D.,  secretary-treasurer,  Association  of  American 

Physicians  and  Surgeons   3390 

Bumpers,  Hon.  Dale,  Governor  of  Arkansas   844a 

Buonopane,  Pat,  East  Boston  Neighborhood  Health  Committee,  Boston, 

Mass   3097 

Burk,  Mike,  legislative  advocate,  National  League  of  Senior  Citizens   905 

Burns,  Hon.  John  A.,  Governor  of  Hawaii   2799 

Cahill,  Hon.  William  T.,  Governor  of  New  Jersey   2799 

Carkulis,  Theodore,  State  of  Montana,  Department  of  Public  Welfare   3441 

Carlton,  Robert  A.,  chairman,  Monroe  County  Coalition  for  Welfare 

Justice   3410 

Carney,  Hon.  Charles  J.,  U.S.  Representative  from  Ohio  - —  2786 

Carrow,  Milton  M.,  chairman,  Section  of  Administrative  Law,  American 

Bar  Association   2857 
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Carter,  Hon.  Jimmy,  Governor  of  the  State  of  Georgia   1999 

Cascade  Valley  Hospital,  Allen  K.  Remington,  administrator   2979 

Central  Memorial  Hospital,  Clarence  M.  Pritchard,  administrator   2982 

Chamber  of  Commerce  of  the  United  States,  William  P.,  McHenry,  Jr., 

economic  security  manager   1428,  2864 

Child  Care  and  Preschool  Programs  Commission,  Office  of  Education, 

Santa  Cruz  County,  Calif.,  Richard  R.  Fickel,  superintendent   2878 

Chisholm,  Hon.  Shirley,  U.S.  Representative  from  New  York   2787 

Church,  Hon.  Frank,  U.S.  Senator  from  Idaho   2761 

Cimino,  Bonnie,  welfare  chairman,  League  of  Women  Voters  of  Columbia, 

S.C   1276 

Coalition  of  Independent  Health  Professions  on  Peer  Review  Systems   3363 

College  of  American  Pathologists,  Dr.  C.  A.  McWhorter   2880 

Colwell,  David,  president,  Council  of  Planning  Affiliates   2920 

Committee  on  Income  Maintenance,  Joan  Foley   2888 

Community  Service  Society,  Bernard  C.  Fisher   2889 

Community  Service  Society,  representing  the  Committee  on  Aging,  Com- 
mittee on  Family  and  Child  Welfare,  Committee  on  Health  in  the 

Department  of  Public  Affairs   2997 

Cook  County  Department  of  Public  Aid   1234,  2918 

Cornelius,  Dorothy,  A.,  R.N.,  executive  director,  Ohio  Nurses  Association..  2965 
Coon,  Dr.  Robert  W.,  National  Committee  for  Careers  in  Medical  Tech- 
nology  3032 

Coulee  General  Hospital,  Delos  J.  Bristor,  hospital  administrator   2985 

Council  of  Jewish  Federations  and  Welfare  Funds,  Inc.,  Max  M.  Fisher__  2920 

Council  of  Planning  Affiliates,  David  Colwell,  president   2920 

Council  of  State  Governments,  William  L.  Frederick,  director,  eastern 

office   3156 

Craig,  E.  B.,  controller,  T.  C.  Thompson  Children's  Hospital,  Baroness 

Erl  anger  Hospital   2864 

Cruikshank,  Nelson  H.,  president,  National  Council  of  Senior  Citizens   2964 

Dailey,  J.  A.,  administrator,  Walla  Walla  General  Hospital   2982 

Daniel,  David  L.,  director,  Cook  County  Department  of  Public  Aid   1234 

Davey,  Mrs.  Elizabeth,  member,  board  of  directors,  League  of  Women 

Voters  of  Michigan   1278 

Davis,  James  A.,  president,  board  of  trustees,  Ferry  County  Memorial 

Hospital   2974 

Davis,  Leon  J.,  president,  National  Union  of  Hospital  and  Nursing  Home 

Employees,  RWDSU,  AFL-CIO   2987 

Day,  Dr.  William  S.,  president,  International  Chiropractors  Association. _  2857 
Dayton  General  Hospital,  Fred  Schreck,  chairman  of  board,  and  Cecil 

Mackliet,  secretary   2982 

Deaconess  Hospital,  Harry  C.  Wheeler,  administrator   2976 

Dechant,  Tony  T.,  president,  National  Farmers  Union   2964 

Department  of  Church  in  Society  of  the  Christian  Church  (Disciples  of 

Christ),  Indianapolis,  Ind  1   1507 

Department  of  Employment  and  Social  Services,  Anne  Carey  Boucher, 

chairman,  Maryland  Commission  on  the  Status  of  Women   2940 

Department  of  Health  and  Hospitals,  Dr.  Rowland  L.  Mindlin,  director, 

maternal  and  child  health   2992 

Department  of  Health,  Section  of  Hospitals  and  Medical  Facilities,  Verne 

A.  Pangborn,  director   3130 

Department  of  Justice,  State  of  California,  Evelle  J.  Younger,  attorney 

general   3159 

Diamond,  Bernard,  chairman,   Government  and  Professional  Relations 

Council,  American  Association  of  Bioanalysts   3406 

Dimmick,  William  A.,  president,  Health  and  Welfare  Planning  Council  of 

Memphis-Shelby  County,  Tenn   3217 

Doctors  Hospital,  Seattle,  Wash.,  Dr.  S.  A.  Tucker,  director   2975 

Dolan,  Merrilee,  chairone,  Task  Force  on  Women  in  Poverty,  National 

Organization  for  Women   3284 

Doss,  Lawrence  P.,  president,  New  Detroit,  Inc   3232 
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Drinan,  Hon.  Robert  F.,  U.S.  Representative  from  Massachusetts   27S% 

Dunn,  William  E.,  executive  director,  the  Associated  General  Contractors 

of  America   3235 

East  Boston  Health  Center,  Dr.  James  0.  Taylor,  medical  director,  staff.  3098 
East   Boston   Neighborhood   Health   Committee,    Boston,    Mass.,  Pat 

Buonopane   3097 

Educational  Testing  Service,  Princeton,  N.J.,  National  Committee  for 

Careers  in  the  Medical  Laboratory   3023 

Eid,  Elmer  0.,  administrator,  Memorial  Hospital.  Inc   2987 

Egan,  Hon.  William  A.,  Governor  of  Alaska   2002 

Eilberg.  Hon.  Joshua,  U.S.  Representative  from  Pennsvlvania   2789 

Elliott,  John  Doyle,  secretary,  Townsend  Foundation. I   3384 

England,    Robert   A.,   president.   Brighton- Alls  ton   Community  Health 

Corp   3098 

Episcopal  Community   Services,    diocese   of  Pennsylvania,    Charles  L. 

Ritchie,  Jr.,  president,  board  of  council   3321 

Erickson,  Robert  J.,  counsel,  Kaiser  Foundation  Health  Plan,  Inc   3448 

Evergreen  General  Hospital,  F.  A.  Gray,  administrator   2984 

Everson,  Miss  Mary  Lou,  Department  of  Social  and  Health  Services, 

Economics  Services  Division   1960 

Eye  and  Ear  Clinic  Inc.,  P.S.,  Wenatchee,  Wash   2975 

Family  Service  Association  of  America,  Clark  W.  Blackburn,  general 

director   3294 

Federal  Register,  vol.  36,  No.  40 — February  27,  1971.  .Safeguarding  Infor- 
mation  489 

Federation  of  American  Hospitals,  Michael  D.  Bromberg,  director,  Wash- 
ington Bureau   2928 

Federation  of  Protestant  Welfare  Agencies,  Inc.,  John  J.  Keppler,  execu- 
tive vice  president   1745 

Ferry  County  Memorial  Hospital.  James  A.  Davis,  president,  board  of 

trustees.  _  I   2974 

Fickel,  Richard  R.,  superintendent,  Child  Care  and  Preschool  Programs 

Commission,  Office  of  Education,  Santa  Cruz  County,  Calif   2878 

Fineman,  Hon.  Herbert,  U.S.  State  Representative  from  Pennsylvania   2S4S 

First  Church  of  Christ,  Scientist,  Boston,  Mass.,  H.  Dickinson  Rathbun, 

manager   3446 

Fisher,  Bernard  C,  Community  Service  Society   2889 

Fisher,  Max  M.,  Council  of  Jewish  Federations  and  Welfare  Funds,  Inc   2920 

Foley,  Joan,  representing  the  Committee  on  Income  Maintenance   2888 

Fox,  Thomas  P.,  chief  clerk  of  the  assembly,  Wisconsin  Legislature   2854 

Fraser,  Hon.  Donald  M.,  U.S.  Representative  from  Minnesota   2790 

Frederick,  William  L.,  director,  eastern  office,  the  Council  of  State  Govern- 
ments  3156 

Gamble,  Howard  M.,  administrator,  Okanogan-Douglas  County  Hospital..  2985 

Garrett,  Roberta  M.,  R.N.,  administrator.  Metaline  Falls,  Wash   2974 

Garrett,  Roberta  M.,  R.N.,  administrator.  Public  Hospital  District  No.  2, 

Pend  Oreille  County,  Wash   2974 

General  Hospital  of  Everett,  Stephen  C.  Saunders,  president,  board  of 

trustees   2981 

Giaimo,  Hon.  Robert  N.,  U.S.  Representative  from  Connecticut   2790 

Good  Samaritan  Hospital  and  Rehabilitation  Center,  David  K.  Hamry, 

administrator   2984 

Gottlieb,  Donna,  Brighton,  Mass   3100 

Gould.  Dr.  John  H.,  coordinator,  M.I.C.-C.  <k  Y.  programs,  St.  Elizabeths 

Hospital   3102 

Grasso,  Hon.  Ella  T.,  U.S.  Representative  from  Connecticut   2793 

Gray,  F.  A.,  administrator.  Evergreen  General  Hospital   2984 

Gray,  Mrs.  Robert,  Jr.,  president,  League  of  Women  Voters,  Ripon,  Wis..  1288 

Grays  Harbor  Community  Hospital,  Paul  Blomquist,  administrator   2978 

Gronvold,  Martin  N.,  executive  director,  North  Dakota  Old  Age  and 

Survivor  Insurance  System,  and  the  social  security  contribution  fund..  3327 
Gross.  H.  William,  D.D.S.,  president,  Lehigh  Vallev  Committee  Against 

Health  Fraud.  Inc  '_   3105 

Hall,  Hon.  David,  Governor  of  Oklahoma   1652 

Hamilton,  Hon.  Lee  H.,  U.S.  Representative  from  Indiana   2792 
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Hamry,  David  H.,  administrator,  Good  Samaritan  Hospital  and  Rehabili-  ?a&e 

tation  Center   2984 

Handbook  of  Public  Assistance  Administration,  Eligibility   2987 

Hanson,  Robert  A.,  administrator,  the  Riverton  Hospital   2987 

Harman,  William  B.,  Jr.,  general  counsel,  American  Life  Convention,  and 

Kenneth  L.  Kimble,  vice  president  and  general  counsel,  Life  Insurance 

Association  of  America   749 

Hawkins,  Paul  M.,  Washington  counsel,  Health  Insurance  Association  of 

America   2725 

Health  and  Welfare  Planning  Council  of  Memphis-Shelby  County,  Tenn., 

William  A.  Dimmick,  president   3217 

Health  Insurance  Association  of  America,  Paul  M.  Hawkins,  Washington 

counsel   2725 

Heap,  Irene  C   2930 

Hecht,  George  J.,  chairman,  the  American  Parents  Committee,  Inc   2861 

Helsel,  Elsie  D.,  Ph.D.,  Washington  representative,  United  Cerebral  Palsy 

Association,  Inc   3329 

Heitman,  Sister  M.  Clara,  O.S.F.,  administrator,  St.  Mary's  Hospital, 

Nebraska  Citv,  Nebr   3137 

HEW,  John  G.  Veneman,  Under  Secretary   972,  1309 

Holleran,  Constance,  director,  Government  relations,  American  Nurses' 

Association,  Inc   2434 

Holman,  Steve   2990,  3094 

Holy  Family  Hospital,  Sister  Mary  Agnes,  O.P.,  administrator,  and  James 

J.  Murray,  assistant  administrator,  fiscal  services   2983 

Hopkins,  Joe,  administrator,  Mark  E.  Reed  Memorial  Hospital,  Inc   2978 

Hospital  Association  of  Rhode  Island,   Wade   C.  Johnson,  executive 

director   3461 

Hriczlev,  Sister  Mary  Caroline,  staff  nurse,  Laboure"  Center  Visiting  Nurse 

Service,  Sisters  of  Charity   3098 

Huber,  W.  L.,  executive  vice  president,  Tacoma  General  Hospital   2974 

Hudon,  Sister  Margaret,  administrator,  St.  Joseph  Hospital   2984 

Huegli,  Richard  F.,  executive  vice  president,  United  Community  Services 

of  Metropolitan  Detroit   3375 

Huesers,  Robert  E.,  administrator,  Puget  Sound  Hospital   2983 

Hunt,  Max  L.,  administrator,  Yakima  Valley  Memorial  Hospital   2981 

International  Society  of  Clinical  Laboratory  Technologists,  Keith  Knudson, 

president   3456 

Irvis,  Hon.  K.  Leroy,  majority  leader,  Pennsylvania  House  of  Representa- 
tives  2850 

Island  Hospital,  Ray  W.  Nierman,  comptroller   2975 

Jacobi,  Eileen  M.,  R.N.,  Ed.  D.,  executive  director,  American  Nurses' 

Association,  Inc   3240 

Javits,  Hon.  Jacob  K.,  a  U.S.  Senator  from  the  State  of  New  York   2763 

Johnson,  James  L.,  president,  American  Clinical  Laboratory  Association. _  3426 
Johnson,  Kenneth  O.,  Ph.  D.,  executive  secretary,  American  Speech  and 

Hearing  Association   2862 

Johnson,  Wade  C,  executive  director,  Hospital  Association  of  Rhode 

Island   3461 

Jones,  T.  Lawrence,  president,  American  Insurance  Association   2558 

Kaiser  Foundation  Health  Plan,  Inc.,  Robert  J.  Erickson,  counsel   3448 

Kemper  Insurance,  Wash.,  D.C.,  Steven  H.  Lesnik,  Washington  manager, 

corporate  relations   3459 

Keough,  Sister  Mary,  administrator,  St.  John's  Hospital,  Longview,  Wash.  9752 
Keppler,  John  J.,  executive  vice  president,  Federation  of  Protestant  Welfare 

Agencies,  Inc   1745 

Kinnarney,  Sister  Eileen,  administrator,  Laboure  Center  Sisters  of  Charity..  3099 

Kludt,  John  W.,  administrator,  St.  Luke's  General  Hopital   2977 

Knack,  Lee  E.,  director  of  labor  relations,  Morrison-Knudsen  Co.,  Boise, 

Idaho  ...   1463 

Knebel,  James  D.,  executive  vice  president,  National  Association  of  Blue 

Shield  Plans   2740 
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Knudson,  Keith,  president,  International  Society  of  Clinical  Laboratory  Page 

Technologists   3456 

Koretz,  Sidney   3277 

Kowal,  John,  president,  Planetarium  Neighborhood  Council   3361 

Laboure"  Center  Sisters  of  Charity: 

Sister  Eileen  Kinnarney,  administrator   3099 

Sister  Sheila  O'Friel,  director,  Home  Management  Department   3099 

Laboure  Center  Visiting  Nurse  Service,  Sisters  of  Charity,  Sister  Mary 

Caroline  Hriczlev,  staff  nurse   3098 

Lampson,  Charles  L.,  administrator,  Tri-County  Hospital  Association   2980 

Landis,  Mrs.  Evelyn,  member,  board  of  directors,  League  of  Women  Voters 

of  Louisiana   1282 

League  of  Women  Voters  of : 

Boston   1274 

Columbia,  S.C   1276 

Connecticut   1285 

Illinois   1289 

Louisiana   1282 

Massachusetts   1275 

Michigan   1278 

Nebraska   1283 

New  Jersey   1287 

New  York  Area,  Greater   1290 

Northfield,  Minn   1273 

Ohio   1274 

Ripon,  Wis   1288 

South  Carolina   1290 

South  Dakota   1272 

United  States   1268 

Wyoming   1291 

Lebel,  Sister  Louise,  administrator,  Providence  Hospital   2981 

Lehigh  Valley  Committee  Against  Health  Fraud,  Inc.,  Dr.  H.  William 

Gross,  president   3105 

Lesnik,  Steven  H.,  Washington  manager,  corporate  relations,  Kemper 

Insurance   3459 

Lev,  S.  Nathan,  president,  South  Jersey  Chamber  of  Commerce   2856 

Licht,  Hon.  Frank,  Governor  of  Rhode  Island   1035 

Los  Angeles  Countv  Department  of  Public  Social  Services,  Ellis  P.  Murphy, 

director   1232 

Lowenthal,  Martin  D.,  director,  Social  Welfare  Regional  Research  In- 
stitute, Boston  College   3311 

Lowenthal,  Martin,  Ph.  D.,  director,  Social  Welfare  Regional  Research 

Institute,  Institute  of  Human  Sciences,  Boston  College   3311 

Lucey,  Hon.  Patrick  J.,  Governor  of  Wisconsin   2803 

Lutheran  Council  in  the  U.S.A.,  Division  of  Welfare  Services   2932 

Lynch,  Mrs.  Charles,  president;  and  Mrs.  Campbell  L.  Searle,  welfare 

chairman,  League  of  Women  Voters  of  Massachusetts   1275 

McCraven,  Carl  C.,  national  executive  board  member,  National  Association 
for  the  Advancement  of  Colored  People,  and  chairman,  Health  Com- 
mittee, Southern  California  NAACP  ____  2950 

McHenrv,  William  P.,  Jr.,  economic  securitv  manager,  Chamber  of  Com- 

merce"of  the  United  States   1428,  2864 

Mclnnes,  Sister  Catherine,  administrator,  St.  Joseph's  Hospital   2977 

Mclntyre,  Hon.  Thomas  J.,  U.S.  Senator  from  New  Hampshire   2764 

McKay  Hospital,  Soap  Lake,  Wash.,  Gertrude  M.,  Philips,  administrator.  _  2977 

McWhorter,  Dr.  C.  A.,  College  of  American  Pathologists   2880 

Mackliet,  Cecil,  secretary,  Davton  General  Hospital   2982 

MacMillin,  Frederick  N   3328 

Mager,  T.  Russell,  ACSW   2937,  2939 

Magnuson,  Warren  G.,  a  U.S.  Senator  from  the  State  of  Washington   3428 

Mark  E.  Reed  Memorial  Hospital,  Inc.,  Joe  Hopkins,  administrator   2978 

Markus,  Glenn,  Education  and  Public  Welfare  Division,  Congressional 

Research  Service,  the  Library  of  Congress   2782 

Martin,  Rose  G.,  executive  director,  National  Association  for  Practical 

Nurse  Education  and  Service,  Inc   3096 
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Maxwell,  Mrs.  Wm.,  president,  League  of  Women  Voters  of  Wyoming   1291 

Memorial  Hospital,  Inc.,  Elmer  O.  Eid,  administrator   2987 

Memorial  Hospital,  M.  L.  Traylor,  administrator   2980 

Menashe,  S.,  Oregon  Physicians'  Service   2967 

Metaline  Falls,  Wash.,  Roberta  M.  Garrett,  R.N.,  administrator   2974 

Metcalf,  Capt.  Paul,  chairman,  Committee  on  Discrimination  in  Pilot 

Employment,  Air  Line  Pilots  Association,  International   3360 

Meyerhoff,  Gordon  R.,  M.D.,  Long  Island,  N.Y   3452 

Michaelian,  Edwin  G.,  county  executive,  Westchester  Jounty,  N.Y   1229 

Michigan  State  Employees  Association,  Lawrence  Piche\  president   3100 

Mindlin,  Dr.  Rowland  L.,  director,  maternal  and  child  health,  Depart- 
ment of  Health  and  Hospitals   2992 

Minshall,  Hon.  William  E.,  U.S.  Representative  from  Ohio  -   2994 

Missouri  Federation  of  the  Blind,  Inc.,  G.  Arthur  Stewart   2252 

Mondale,  Hon.  Walter,  U.S.  Senator  from  Minnesota   2766 

Monroe  County  Coalition  for  Welfare  Justice,  Robert  A.  Carlton,  chair- 
man  3410 

Montana  Department  of  Public  Welfare,  Theodore  Carkulis   3441 

Montoya,  Hon.  Joseph  M.,  a  U.S.  Senator  from  the  State  of  New  Mexico.-  1207 

Moore,  Alta  E.,  director,  Wisconsin  Department  of  Employee  Trust  Funds _  3327 
Morrison-Knudsen  Co.,  Boise,  Idaho,  Lee  E.  Knack,  director  of  labor 

relations   1463 

Moss,  Hon.  Frank  E.,  U.S.  Senator  from  Utah   2771 

Mount  Carmel  Hospital,  John  C.  Boyer,  business  manager   2976 

Moxon,  Mrs.  Robert  K.,  president,  League  of  Women  Voters  of  South 

Carolina   1290 

Murphy,  Ellis  P.,  Director  of  the  Los  Angeles  Countv  Department  of 

Public  Social  Services  _   1232 

Murphy,  Richard  E.,  Assistant  to  the  General  President,  Service  Employees 

International  Union   1764 

Murray,  James  J.,  assistant  administrator,  fiscal  services,  Holy  Family 

Hospital   2983 

Myers,  Robert  J.,  former  Chief  Actuary,  Social  Security  Administration _  _  880 
National  Assembly  for  Social  Policy  and  Development,  Inc. — Forum  on 

Social  Issues  and  Policies   2941 

National  Association  for  Practical  Nurse  Education  and  Service,  Inc., 

Rose  G.  Martin,  executive  director   3096 

National  Association  for  Retarded  Children   3255 

National  Association  for  the  Advancement  of  Colored  People,  Carl  C. 

McCraven,  national  executive  board  member   2950 

National  Association  of  Blue  Shield  Plans,  James  D.  Knebel,  executive 

vice  president   2740 

National  Association  of  Coordinators  of  State  Programs  for  the  Mentally 

Retarded,  Inc.,  Charles  E.  Acuff,  president   3318 

National  Association  of  Counties,  Ralph  L.  Tabor,  director,  Federal  Affairs.  1229 

National  Association  of  Independent  Insurers   3103 

National  Association  of  Manufacturers                                              2946,  3334 

National  Association  of  Retail  Druggists,  William  E.  Woods,  Washington 

representative  and  associate  general  counsel   3227 

National  Association  of  Social  Workers,  Inc.,  Panhandle-South  Plains,  Tex., 

Frank  B.  Reyes,  president   3409 

National  Committee  for  Careers  in  the  Medical  Laboratory,  Educational 

Testing  Service,  Princeton,  N.J   3023 

National  Committee  for  Careers  in  the  Medical  Technology,  Dr.  Robert  W. 

Coon___   3032 

National  Conference  of  Catholic  Bishops,  Washington,  D.C.,  Most  Rev. 

Joseph  L.  Bernardin,  general  secretary                                           1726,  3447 

National  Council  of  Senior  Citizens,  Nelson  H.  Cruikshank,  president   2952 

National  Farmers  Union,  Tony  T.  Dechant,  president   2964 

National  Federation  of  Settlements  and  Neighborhood  Centers,  Walter  L. 

Smart,  executive  director   3217 
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National  Grange,  Washington,  D.C.,  John  W.  Scott,  Master   3441 

National  League  for  Nursing,  Council  of  Home  Health  Agencies  and  Com- 
munity Health  Services   3309 

National  League  of  Cities  and  the  U.S.  Conference  of  Mayors   2809 

National  League  of  Senior  Citizens,  Mike  Burk,  legislative  advocate   905 

National  Legislative  Conference  Task  Force  on  Human  Resources,  Arthur 

L.  Buck,  State  representative   2856 

National  Organization  for  Women,  Merrilee  Dolan,  chairone,  Task  Force 

on  Women  in  Poverty   3284 

National  Union  of  Hospital  and  Nursing  Home  Employees,  RWDSU, 

AFL-CIO,  Leon  J.  Davis,  president   2987 

New  Detroit,  Inc.,  Lynn  A.  Townsend,  chairman,  and  Lawrence  P.  Doss, 

president   3232 

New  York  State  Department  of  Social  Services,  George  K.  Wyman, 

commissioner   1662 

New  York  Women's  Bar  Association   3308 

Nierman,  Ray  W.,  controller,  Island  Hospital   2975 

Nixon,  Allen,  president,  E.  C.  Barton  &  Co   1623 

North  Dakota  Medical  Association,  Vernon  E.  Wagner   3217 

North  Dakota  Old  Age  and  Survivor  Insurance  System,  and  the  social 

security  contribution  fund,  Martin  N.  Gronvold,  excutive  director   3327 

Nugent,  William  P.,  senate  chief  clerk,  senate  chamber,  Wisconsin  Legisla- 
ture  2854 

Ogilvie,  Richard  B.,  Governor  of  Illinois   1086 

O'Hara,  Hon.  James  G.,  U.S.  Representative  from  Michigan   2794 

Ohio  Nurses  Association,  Dorothy  A.  Cornelius,  R.N.,  executive  director   2965 

Ohio  Valley  General  Hospital  Association,  F.  E.  Blair,  executive  director   2966 

Okanogan-Douglas  County  Hospital,  Howard  M.  Bamble,  administrator.  _  2985 

Oregon  Physicians'  Service,  S.  Menashe   2967 

Ormsby,  Ross  R.,  president,  Rubber  Manufacturers  Association   2968 

Outlook-appraisal  of  current  trends  in  business  and  finance   2769 

Overlake  Memorial  Hospital,  A.  W.  Armstrong,  business  office  manager.  _  2976 
Pangborn,  Verne  A.,  director,  Department  of  Health,  Section  of  Hospitals 

and  Medical  Facilities   3130 

Pearson,  Sister  Virginia,  administrator,  St.  Helen  Hospital   2986 

Pennsylvania  Department  of  Public  Welfare,  Helene  Wohlgemuth   2588 

Pepper,  Hon.  Claude,  U.S.  Representative  from  Florida   2796 

Perkins,  Donovan  J.,  D.P.A.,  president,  American  College  of  Nursing  Home 

Administrators   2860 

Pharmaceutical  Manufacturers  Association,  Washington,  D.C.,  C.  Joseph 

Stetler   3453 

Philips,  Gertrude  M.,  administrator,  McKay  Hospital,  Soap  Lake,  Wash., 

McKay  Memorial  Hospital   2974 

Physician's  Forum,  Inc.,  New  York,  N.Y.,  Victor  W.  Sidel,  M.D.,  chair- 
man  3451 

Piche,  Lawrence,  president,  Michigan  State  Employees  Association   3100 

Pickens,  John  K.,  American  Nursing  Home  Association  of  the  Medicare 

and  Medicaid  Programs   2528 

Planetarium  Neighborhood  Council,  John  Kowal,  president   3361 

Pritchard,  Clarence  M.,  Central  Memorial  Hospital,  administrator   2982 

Providence  Hospital,  Sister  Louise  Lebel,  administrator   2981 

Public  Hospital  District  No.  2,  Pend  Oreille  County,  Wash.,  Roberta  M. 

Garrett,  R.N   2974 

Puget  Sound  Hospital,  Robert  E.  Huesers,  administrator   2983 

Railsback,  Hon.  Tom,  U.S.  Representative  from  Illinois   2796 

Rathbun,  H.  Dickinson,   manager,  First  Church  of  Christ,  Scientist, 

Boston,  Mass   3446 

Reals,  William  J.,  president,  College  of  American  Pathologists   2885 

Reeves,  Edna  M.,  director,  State  Agency  for  Social  Security,  Alabama   3323 

Reitzer,  William  G   3235 

Remington,  Allen  K.,  administrator,  Cascade  Valley  Hospital   2979 

Reyes,  Frank  B.,  president,  National  Association  of  Social  Workers,  Inc., 

Panhandle-South  Plains,  Tex   3409 

Richardson,  Elliot  L.,  Secretary,  HEW   1119,  2629 
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Riechman,  Rosalie   3383 

Ritchie,  Charles  L.,  Jr.,  president,  Board  of  Council,  Episcopal  Community 

Services  Diocese  of  Pennsylvania   3321 

Riverton  Hospital,  Robert  A.  Hanson,  administrator   2987 

Rose,  Paul  S.,  chairman,  Division  of  Family  Services   2369 

Rosenthal.  Hon  Benjamin  S.,  U.S.  Representative  from  New  York   2797 

Ross,  Austin,  adminis'rator,  Virginia  Mason  Hospital   2982 

Ross,  Mrs.  Sherman,  chairman,  legislative  program  committee,  American 

Association  of  University  Women   3447 

Rubber  Manufacturers  Association,  Ross  R.  Ormsby,  president   2968 

Saint  Margaret's  Hospital,  Sister  Mary  Bernadette,  administrator   3098 

Sargent,  Hon.  Francis,  Governor  of  Massachusetts   1010 

Saris,  Ruth,  president,  League  of  Women  Voters  of  Boston   1274 

Saunders,  Stephen  C,  president,  board  of  trustees,  General  Hospital  of 

Everett   2981 

Schmidt,  Wilbur  J.,  secretary,  Wisconsin  Department  of  Health  and  Social 

Services   3463 

Schreck,  Fred,  chairman  of  board,  Dayton  General  Hospital   2982 

Scott,  John  W.,  Master,  National  Grange,  Washington,  D.C   3441 

Seattle  General  Hospital,  Paul  S.  Bliss,  administrator   2979 

Seattle  Urban  League,  Seattle,  Wash   3428 

Seham,  Martin  C,  general  counsel,  Allied  Pilots  Association   3445 

Seigman,  Mrs.  Carole,  human  resources  chairman,  League  of  Women 

Voters  of  Nebraska   1283 

Seligman,  Fred,  M.D.,  M.P.H.,  chairman,  Association  of  Children  and 

Youth  Project  Directors   3288 

Service  Employees  International  Union,  Richard  E.  Murphy,  assistant 

to  the  general  president   1764 

Shapp,  Hon.  Milton  J.,  Governor  of  Pennsylvania   2807 

Sidel,  Victor  W.,  M.D.,  chairman,  Physician's  Forum,  New  York,  N.Y   3451 

Sims,  Mrs.  Ruth,  League  of  Women  Voters  of  Connecticut   1285 

Simons,  Dr.  John  L.,  president,  American  Chiropractic  Association   2857 

Smart,  Walter  L.,  executive  director,  National  Federation  of  Settlements 

and  Neighborhood  Centers   3217 

Smiley,  Jon  D.,  administrator,  Stevens  Memorial  Hospital   2986 

Social  Welfare  Regional  Research  Institute,  Boston  College,  Martin  D. 

Lowenthal,  director   3311 

Solley,  John  J.,  D.D.S.,  president,  American  Association  of  Dental  Schools.  2993 
Southern   California  NAACP,   Carl   C.   McCraven,   chairman,  Health 

Committee   2950 

South  Jersey  Chamber  of  Commerce,  S.  Nathan  Lev,  president   2856 

St.  Elizabeths  Hospital,  Dr.  John  H.  Gould,  coordinator,  M.I.C.-C.&  Y. 

programs   3102 

St.  Helen  Hospital,  Sister  Virginia  Pearson,  administrator   2986 

St.  John's  Hospital,  Longview,  Wash.,  Sister  MaryKeough,  administrator.  2975 

St.  Joseph's  Hospital.  Sister  Catherine  Mclnnes,  administrator   2977 

St.  Joseph  Hospital,  Sister  Margaret  Hudon,  administrator   2984 

St.  Luke's  General  Hospital,  John  W.  Kludt,  administrator   2977 

St.  Mary's  Hospital,  Nebraska  City,  Nebr.,  Sister  M.  Clara  Heitman, 

administrator   3137 

Stetler,  C.  Joseph,  Pharmaceutical  Manufacturers  Association,  Washing- 
ton, D.C   3453 

Stevens,  Hon.  Ted,  U.S.  Senator  from  Alaska   2772 

Stevens  Memorial  Hospital,  Jon  D.  Smiley,  administrator   2986 

Stewart,  G.  Arthur,  Missouri  Federation  of  the  Blind,  Inc   2252 

Stokes,  Hon.  Louis,  U.S.  Representative  from  Ohio   2798 

Tabor,   Ralph  L.,   director,   Federal  affairs,   National  Association  of 

Counties   1229 

Tacoma  General  Hospital,  W.  L.  Huber,  executive  vice  president   2974 

Taylor,  Dr.  James  O.,  medical  director,  staff,  East  Boston  Health  Center.  3098 
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Tennessee  Conference  on  Social  Welfare   3227 

Thompson,  RosemanT   2968 

Townsend  Foundation,  John  Doyle  Elliott,  secretary   3384 

Townsend,  Lynn  A.,  chairman,  New  Detroit,  Inc   3232 

Traylor,  M.  L.,  administrator,  Memorial  Hospital   2980 

Tri-County  Hospital  Association,  Charles  L.  Lampson,  administrator   2980 

Tri-State  Memorial  Hospital,  Inc.,  W.  J.  Yeats,  administrator   2977 

Tucker,  Dr.  S.  A.,  director,  the  Doctors  Hospital,  Seattle,  Wash   297.5 

United  Cerebral  Palsy  Association,  Inc.,  Elsie  D.  Helsel,  Ph.  D.,  Washing-  Page 

ton  representative   3329 

United  Community  Services  of  Metropolitan  Detroit,  Richard  F.  Huegli, 

executive  vice  president   3375 

United  Low  Income,  Inc.,  Alice  Boynton,  consultant   3258 

Valley  Memorial  Hospital,  CD.  Bentlev,  administrator   2980 

Veneman,  Hon.  John  G.,  Under  Secretary,  HEW   838,  972,  1309 

Virginia  Mason  Hospital,  Austin  Ross,  administrator   2982 

Wagner,  Corydon,  Tacoma,  Wash   2975 

Wagner,  Vernon  E.,  North  Dakota  Medical  Association   3217 

Wallace,  Jim   2969 

Walla  Walla  General  Hospital,  J.  A.  DahVr,  administrator   2982 

Warren,  Janice  T.,  welfare  chairman,  League  of  Women  Voters  of  Ohio   1274 

Washington  State  Hospital  Association,  John  Bigelow,  executive  vice 

president   2985 

Weder,  Wilbur  A.,  MASW   2918 

Weiner,  Ernest  M.,  D.P.M.,  president,  American  Podiatry  Association   3305 

Welfare  Council  of  Metropolitan  Chicago,  John  H.  Ballard,  executive 

director   3253 

Wheeler,  Harry  C,  administrator,  Deaconess  Hospital   2976 

Whittet,  Jean,  director,  public  policy,  YWCA  National  Board   3384 

Willapa  Harbor  Hospital,  Gerald  W.  Baker,  administrator   2979 

Williams,  Hon.  Harrison,  LT.S.  Senator  from  New  Jersej'   2774 

Winick,  Allan  J.,  partner,  Arthur  Andersen  &  Co   2863 

Wisconsin  Department  of  Employee  Trust  Funds,  Alta  E.  Moore,  director,-  3327 
Wisconsin  Department  of  Health  and  Social  Services,  Wilbur  J.  Schmidt, 

secretary-   3463 

Wohlgemuth,  Helene,  Pennsylvania  Department  of  Public  Welfare   2588 

Woods,  William  E.,  Washington  representative  and  associate  general 

counsel,  National  Association  of  Retail  Druggists   322  7 

Wvman,  George  K.,  commissioner,  Department  of  Social  Services,  State 

of  New  York   1662 

Yakima  Valley  Memorial  Hospital,  Max  L.  Hunt,  administrator   2981 

Yeats,  W.  J.,  administrator,  Tri-State  Memorial  Hospital,  Inc   297 7 

Younger,  Evelle  J.,  Attorney  General,  State  of  California   3159 

YWCA  National  Board,  Jean  Whittet,  directs  r,  public  policy   3a84 

Additional  Information 

Material  submitted  for  the  record  by  the  Departments  of  Health,  Education, 
and  Welfare,  and  Labor: 

Article  entitled  "Poverty  Increases  b}>-  1.2  Million  in  1970,"  from  the 

Bureau  of  Census  publication,  Consumer  Income   202 

Assumptions  used  in  caseload  projections   314 

Eligible  persons  under  H.R.  1  compared  with  projections  under  H.R. 

16311  (91st  Congress)   85 

Federal  outlaj^s  benefiting  the  poor   110 

Fraud,  report  on  disposition  of  public  assistance  cases  involving  ques- 
tions of,  fiscal  year  1970   £9 

Indians,  summarv  of  relationships  of  H.R.  1  to — Briefing  memorandum, 

HEW   218 

Number  of  employees  required  for  income  maintenance  under  H.R.  1  _ _  290 

Questions  submitted  for  Secretary  Hodgson  by  Senator  Ribicoff   125 

Surplus  commodity  program,  issue  paper  on   277 

Work  incentives  in  H.R.  1 — Comparison  of  benefits  available  for 
selected  income-tested  programs  under  H.R.  1  and  current  law — 

tables   72 

Desertion  in  AFDC  families   88 

Work  incentives  in  H.R.  1,  note  on   109 
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Confidentiality  of  welfare  case  file  information   838 

Material  relative  to  amendment  559   969ff,  975ff 
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SOCIAL  SECURITY  AMENDMENTS  OF  1971 


THURSDAY,  JANUARY  20,  1972 

U.S.  Senate, 
Committee  on  Finance, 

Washington,  D.G. 
The  committee  met,  pursuant  to  notice,  at  10  o'clock  a.m.,  in  room 
2221,  New  Senate  Office  Building,  Senator  Kussell  B.  Long  (chair- 
man) presiding. 

Present :  Senators  Long,  Anderson,  Talmadge,  Fulbright,  Kibicoff, 
Byrd,  Jr.,  of  Virginia,  Bennett,  Curtis,  Miller,  Jordan  of  Idaho,  Fan- 
nin, and  Hansen. 

Opening  Statement  of  the  Chairman 

The  Chairman.  The  committee  is  beginning  its  public  hearings  to- 
day on  H.R.  1,  the  administration's  social  security,  medicare,  and  wel- 
fare expansion  bill.  As  I  have  stated,  this  bill  will  be  accorded  top 
priority  by  the  committee  this  year. 

True  welfare  reform  certainly  deserves  our  highest  priority,  for 
there  is  widespread  agreement  that  our  present  welfare  system  is 
badly  in  need  of  overhaul.  In  our  society  we  place  a  high  value  on 
work  as  the  means  to  economic  independence,  yet  our  welfare  system 
rewards  recipients  who  do  not  work,  places  obstacles  in  the  way  of 
their  working,  and  penalizes  them  financially  if  they  work  despite  these 
obstacles. 

Our  society  places  a  high  value  on  family  life  and  the  responsibility 
of  parents  for  providing  for  their  children,  yet  our  welfare  system 
rewards  illegitimacy,  and  desertion,  and  penalizes  efforts  at  self- 
help  among  the  poor.  Significantly,  illegitimacy  and  desertion  are  the 
two  major  causes  contributing  to  the  phenomenal  increase  in  the  wel- 
fare rolls  in  the  last  few  years. 

Speaking  as  one  member  of  the  Committee  on  Finance,  this  Senator 
will  be  most  interested  in  hearing  testimony  pointing  out  ways  our 
present  welfare  system  can  be  reformed  to  remove  this  inconsistency 
between  what  our  society  values  and  what  we  are  actually  encourag- 
ing through  our  welfare  system. 

It  seems  to  me  that  true  welfare  reform  must  accomplish  these  ob- 
jectives: It  must  discourage  family  breakup  and  foster  family  units; 
it  must  prevent  cheating  and  dishonesty,  and,  when  this  fails,  detect  it 
and  deal  firmly  with  it;  it  must  reward  efforts  at  self-help  rather 
than  rewarding  idleness  among  the  employable;  and  it  must  provide 
adequate  child  care  services  for  children  of  low-income  forking  moth- 
ers and  mothers  on  welfare. 
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Unfortunately,  the  welfare  provisions  of  H.E.  1  would  not  correct 
the  glaring  deficiencies  of  our  present  welfare  system  but  only  make 
them  several  billion  dollars  more  expensive.  To  deal  with  these  situa- 
tions. I  have  already  introduced  legislation  to  involve  the  Federal 
Government  in  collecting  child  support  from  fathers  who  desert  their 
families  or  who  have  never  married  the  mother  of  their  children  and 
to  provide  child  care  services. 

I  am  also  preparing  legislation  to  reward  individuals  for  working 
rather  than  not  working,  and  to  mount  an  attack  aimed  at  ending 
welfare  cheating  and  welfare  deceit. 

For  years  now  the  Department  of  Health.  Education,  and  Welfare 
has  been  saying  that  welfare  ineligibility  was  less  than  1  percent. 
Just  a  few  months  ago  they  released  a  pamphlet,  entitled  "TTelfare 
Myths."  in  which  they  continued  to  propound  this  myth  of  1-percent 
ineligibility.  But  I  am  pleased  to  say  that  they  are  now  replacing 
welfare  myths  with  welfare  facts.  For  they  have  just  recently  released 
a  study  showing  ineligibility  in  aid  to  families  with  dependent  children 
to  be  about  6  percent,  and  they  have  admitted  that  even  this  figure  is 
probably  low. 

In  my  view,  eliminating  the  ineligibles  from  the  welfare  rolls  is 
an  essential  element  of  true  welfare  reform.  The  taxpayers  of  America, 
who  are  supporting  the  welfare  program  with  their  own  hard-earned 
money,  are  entitled  to  a  program  under  which  welfare  benefits  go 
only  to  the  truly  needy. 

In  summary,  then.  I  would  hope  that  we  will  hear  testimony  that 
deals  with  the  true  causes  of  our  welfare  problems  today  and  con- 
structive ways  of  dealing  with  those  problems  rather  than  aggravating 
them. 

With  respect  to  health  care  legislation.  I  would  also  hope  that  the 
committee  will  receive  testimony  regarding  my  proposal  to  provide 
insurance  protection  against  the  costs  of  catastrophic  illness.  A  similar 
proposal  was  agreed  to  by  the  Committee  on  Finance  in  1970'.  by  a 
vote  of  13  to  2.  I  am  pleased  that  my  amendment  has  attracted  such 
strong  support.  In  my  opinion,  protection  against  the  cost  of  cata- 
strophic illness,  coupled  with  the  extension  of  medicare  to  the  disabled 
as  H.R.  1  provides,  along  with  improvements  in  medicaid  would  meet 
the  most  pressing  shortcomings  of  our  Federal  health  care  system. 

I  might  also  point  out  that  there  will  be  introduced  shortly  a  bill 
that  will  provide  additional  work  incentive  and  tax  relief  to  low- 
income  workers.  Under  my  proposal,  workers  with  incomes  below  the 
poverty  level  would  receive  general  fund  payments  equal  to  both  the 
employer  and  employee  shares  of  the  social  security  taxes  paid  on 
their  earnings.  As  I  have  said  before.  I  do  not  believe  we  should  use 
the  hard-earned  tax  dollars  of  American  citizens  to  pay  a  welfare 
allowance  to  an  individual  if  we  can  help  him  directly  by  lifting  some 
of  the  Federal  tax  burden  from  his  back. 

We  will  now  call  the  first  witness. 

Senator  Eibicoff.  I  wonder.  Mr.  Chairman,  if  I  might  make  a 
few  comments  ? 

Senator  Bexxett.  Mr.  Chairman.  I  am  sure  that  you  and  I  are  on 
the  same  wavelength  with  respect  to  most  of  the  reforms  we  want  to 
see  made  in  this  bill,  although  Ave  may  differ  in  degree  or  in  method ; 
but  I  am  very  hopeful  that  when  Ave  get  through  that  we  will  have 
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developed  a  bill  which  will  reserve  welfare  for  those  who  really  need 
it  and  who  have  no  other  reasonable  expectation  of  taking  care  of 
themselves.  On  that  basis  I  am  sure  we  do  agree. 

The  Chairman.  Thank  you,  Senator. 

Senator  Ribicoff  ? 

Statement  by  Senator  Rtbicoff 

Senator  Rtbicoff.  Mr.  Chairman,  I  think  it  is  only  fair  to  point  out 
that  during  the  consideration  of  the  tax  bill  you  assured  the  Senate 
that  the  Finance  Committee  would  start  immediately  on  H.R.  1 ;  and  we 
have  done  so  and  it  was  your  objective  to  get  this  legislation  before 
the  Senate  on  March  1,  and  I  am  confident  that  that  can  be  done. 

There  is  no  question  that  H.R.  1  remains  highly  controversial ;  some 
call  it  a  sham ;  some  call  it  an  extravagance.  You,  Mr.  Chairman,  and 
I  have  some  differing  opinions  on  different  phases  of  this  legisla- 
tion. But  I  believe  that  before  the  Senate  is  through  that  we  can  enact 
a  worthy  bill  into  law. 

I  have  introduced  a  series  of  amendments  beginning  with  the  basic 
guarantee  that  no  welfare  recipients  will  be  worse  off  under  H.R.  1 
than  they  are  now  under  the  present  welfare  system. 

My  amendments  would  provide  an  additional  payment  level  of 
$3,000  for  a  family  of  four ;  each  year  payment  levels  would  increase 
until  by  1976  no  recipient  would  receive  less  than  a  poverty  level  ad- 
justed annually  for  rises  in  the  cost  of  living. 

The  State  and  local  governments  would  also  receive  major  fiscal 
relief  over  the  next  5  years.  They  would  pay  a  decreasing  percentage 
of  their  calendar  1971  costs  each  year  until  by  1976  the  welfare  pro- 
gram would  be  financed  fully  by  the  Federal  Government. 

While  most  welfare  recipients  are  unable  to  work,  my  proposal 
provides  jobs  for  those  who  are  able-bodied,  300,000  jobs  in  the  public 
sector,  at  no  less  than  the  Federal  minimum  wage,  and  day  care  for 
those  who  need  it. 

Mr.  Chairman,  I  would  like  to  point  out  that  my  amendments 
now  have  the  support  of  22  Senators,  14  Governors,  and  numerous 
public  interest  groups. 

It  is  my  personal  opinion  that  passage  of  H.R.  1  with  these  im- 
provements will  end  the  inadequate,  debilitating  system  in  operation 
of  our  welfare  program  across  our  Nation. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you.  I  will  insert  the  press  release  of  the 
committee  announcing  these  hearings  and  then  we  will  hear  the  first 
witness. 

(The  press  release  follows:) 
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PRESS  RELEASE 

FOR  "IMMEDIATE  RELEASE  COMMITTEE  ON  FINANCE 

December  29,  1971  UNITED  STATES  SENATE 

2227  New  Senate  Office  Building 

FINANCE  COMMITTEE  FIXES  HEARINGS  ON  SOCIAL 
 SECURITY  AND  WELFARE  


Senator  Russell  B.  Long,  (D.  ,  La.),  Chairman  of  the  Finance 
Committee  announced  today  that  on  Thursday,  January  20,  1972,  th© 
Committee  will  begin  public  hearings  on  Social  Security  and  Welfare 
legislation  in  connection  with  its  consideration  of  H.  R.  1.    The  hearings 
will  begin  at  10:00  a.  m.  on  Thursday,  January  20  in  Room  2221,  New 
Senate  Office  Building. 

Senator  Long  noted  that  the  Committee  had  already  received 
testimony  from  Administration  witnesses  on  H.  R.  1.'  He  recalled 
that  the  President  had  asked  the  Committee  to  set  aside  its  work-on 
the  bill  in  order  to  act  on  the  economic  program  involving  the  restora- 
tion of  the  investment  tax  credit.    He  stated  that  the  President  had  also 
urged  that  the  Committee  return  to  consideration  of  the  welfare  measure 
after  the  work  on  the  tax  bill  had  been  completed. 

Senator  Long  stated:  "Now  that  that  bill  has  been  signed  into 
law,  the  Committee  will  be  according  top  priority  to  action  on  Social 
Security,  Medicare  and  Welfare-legislation. 

"I  expect  that  the  Committee  will  be  most  interested  in  hearing 
testimony  on  the  ways  the  welfare  provisions  of  H.  R.  .1  can  be  revised 
to  bring  about  true  welfare  reform.    It  is  elementary  common  sense 
that  society  should  pay  for  those  things  it  values  rather  than  those  things 
it  looks  down  upon.    This  means  an  acceptable  welfare  program  must 
pay  people  to  work  rather  than  not  to  work  if  they  are  employable,  and- 
must  reward  marriage  and  responsible  parenthood  rather  than  illegeti- 
macy  and  desertion.    When  we  speak  of  the  'welfare  mess1  today  we 
mean  that  we  are  rewarding  people  for  doing  exactly  the- opposite  of 
what  our  society  values., 

"Unfortunately,  H.  R.  1  does  little  about  the  present  welfare 
mess,  except  to  make  itworse  by  several  billions  of  dollars.    The  major 
causes  of  the  tremendous  increase  in  the  welfare  rolls  in  recent  years 
have  been  illegitimacy  and  desertion.    No  welfare  proposal  can  be  true 
reform  unless.it  deals  with  these  problems.    It  was  for  this  reason  that 
I  introduced  S.  3019.  to  add  strong  new  provisions  to-the  laws  involving 
the  Federal  Government  in  collecting  child  support  from  fathers  who 
desert  their  families  or  who  have  never  married  the  mother  of  their 
children, 

'Far  from  providing  incentives  to  work,  the  'welfare  provisions 
of  H.  F..  1  represent  a  tremendous  expansion  of  our  welfare  rolls  with-- 
little  hope  of  reduction  at  any  time  in  the  future.    Like  the  present  wel- 
fare mess,  H.  R.  1  pays  money  to  persons  who  do  nothing  and  then 
"starts  taking  it  away  from  them  when  they  start  working. 

"I  intend  shortly  to  introduce  legislation  to  do  exactly  the 
opposite--to  reward  individuals  forjworking  rather  than  not  working. 

"I  also  plan  to  offer  amendments  to  put  a  stop  to  the  widespread 
cheating  that  permeates  today's  welfare  system. 

"If  we  are  going  to  reform  the  welfare  program,  then  we  should  - 
include.  in_the  bill  those  provisions-which  will  make  it  true  reform.  The 
taxpayers  of  America  deserve  no  less.  " 
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Requests  to  Testify  --  Senator'Long  advised  that  witnesses  desiring 
to.  testify  during  this  hearing  must  make  their  request  to-testify  to  Tom  Vail, 
Chief  Counsel,  Committee  on  Finance,  2227  New  Senate  Office  Building,- 
"Washington,  D.  C.  ,  not  later  than  Wednesday,.  January  12,   1972.  "Witnesses 
will  be  notified  as  soon  as  possible  after  this  cutoff  date  as  to  when  they  are 
scheduled  to  appear.    Once  the  witness  has  been  advised  of  the  date  of  his 
appearance,  it  will  not  be  possible  for  this  date  to  be  changed.    If  for  some 
reason-the  witnesses  unable  to  appear  onthe_date  scheduled,  he  may  file  a 
written  staternent  for  the  record  of  the  hearing  in  lieu  of  a  personal  appearance. 

Consolidated  Testimony  —  The  Chairman  also  stated  that  the  Com- 
mitteeurges  all  witnesses  who  have  a'common  position  or  with  the  same 
general  interest  to  consolidate  their  testimony  and  designate  a  single  spokes- 
man  to  present  their  common  viewpoint  orally  to  the  Committee.    This  pro- 
cedure will  enable  the  Committee  to  receive  a  wider  expression  of  views  on 
.the  total  bill  than  it  might  otherwise  obtain.    The  Chairman  praised  witnesses 
who  .in  the  past  have  combined  their  statements  in  order  to  conserve  the  time 
of  the  Committee.    And  he  urged  very  strongly  that  all  witnesses  exert  a 
maximum  effort,  taking  into jiccount  theJLimited  advance  notice,  to  consoli- 
dateand  coordinate  their  statements. 

Legislative  Reorganization  Act  --  In  this  respect,  the  Chairman  ob- 
served that  the  Legislative  Reorganization  Act  of  1946,  as  amended,  requires 
all  witnesses  appearing  before  the  Committees  of  Congress  — 

"to  file  in  advance' written  statements  of  their  proposed 
testimony,  and  to  limit  their  oral  presentations  to  brief 
summaries  of  their  argument.  " 

The  statute  also  directs  the  staff  of  each  Committee  to  prepare  digests  of  all 
"testimony  for  the  use  of  Committee  Members. 

Senator  Long  stated  that  in  light  of  this  statute  and  in  view  of  the  large 
number  of  witnesses  who  desire  to  appear  before  the  Committee  in  the  limited 
time  available  for  the  hearing,  all  witnesses  who  are  scheduled  to  testify 
must. comply  with  the  following  rules: 

(1)  All  statements  must  be  filed  with  the  Committee  at  least 
one  day  in  advance  of  the  day  on  which  the  witness  is  to  appear. 
If  a  witness  is  scheduled  to  testify  on  a  Moliday  or  Tuesday, 

he  must  file  his  written  statement  with  the  Committee  by  the' 
Friday  preceding  his  appeajrance. 

(2)  All  witnesses  must  include  with  their  written  statement 
a  summary  of  the  principal  points  included  in  the  statement. 

(3)  The  written  statements  must  be  typed  on  letter-size  paper, 
(not  legal  size)  and  at  least  50  copies  must  be  submitted  to  the 

•  Committee. 

(4)  Witnesses  are  not  to  read  their  written  statements  to  the 
Committee,  but  are  to  confine  their  ten-minute  oral  presenta- 
tions to  a  summary  of  the  points  included  in  the  statement. 

(5)  .  Not  more  than  ten  minutes  will  be  allowed  for  the  oral  summary. 

Witnesses  who  fail  to  comply  with  these  rules  will  forfeit  their  privilege  to 
testify.    Those  who  have  already  requested  to  testify  need  not  submit  a 
second  request. 

Written  Statements  --  Witnesses  who  are  not  scheduled  for  oral  presen- 
tation, anoTothers  who  desire  to  present  a  statement  to  the  Committee,  are., 
urged  to  prepare  a  written  position  of  their  views  for  submission  and  inclusion 
in  the  printed  record  of  the  hearings.    These  written  statements  should  be 
submitted  to  Tom  Vail,  Chief  Counsel,  Committee  on  Finance,  Room  2227, 
New  Senate  Office  Building  not  later  than  Friday,  February  18,  1972.- 
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The  Chairman.  The  first  witness  is  Mr.  John  S.  Pillsbury,  Jr., 
chairman  and  chief  executive  officer  of  Xorthwestern  National  Life 
Insurance  Co.  of  Minnesota,  and  on  behalf  of  the  Life  Insurance  Asso- 
ciation of  America  and  the  American  Life  Convention. 

Mr.  Pillsbury? 

STATEMENT  OF  JOHN  S.  PILLSBURY,  JR.,  CHAIRMAN  AND  CHIEF 
EXECUTIVE  OFFICER,  NORTHWESTERN  NATIONAL  LIFE  INSUR- 
ANCE COMPANY  ON  BEHALF  OF  AMERICAN  LIFE  CONVENTION, 
THE  LIFE  INSURANCE  ASSOCIATION  OF  AMERICA  AND  THE  LIFE 
INSURERS  CONFERENCE,  ACCOMPANIED  BY  RICHARD  MINCK, 
ACTUARY,  LIFE  INSURANCE  ASSOCIATION  OF  AMERICA 

Mr.  Pillsbury.  Mr.  Chairman  and  gentlemen,  my  name  is  John  S. 
Pillsbury,  Jr.,  and  I  am  chairman  and  chief  executive  officer  of  the 
Xorthwestern  National  Life  Insurance  Co..  Minneapolis,  Minn. 

I  appear  today  on  behalf  of  the  American  Life  Convention,  the 
Life  Insurance  Association  of  America  and  the  Life  Insurers  Confer- 
ence. These  three  associations  have  an  aggregate  membership  of  407 
life  insurance  companies,  accounting  for  93  percent  of  the  life  insur- 
ance in  force  in  the  United  States.  These  companies  also  hold  99  per- 
cent of  the  reserves  of  insured  pension  plans  in  the  LTnited  States. 
We  very  much  appreciate  this  opportunity  to  express  our  views  on 
H.R.  1  and  I  might  add  that  my  testimony  is  directed  to  the  social 
security  provisions  of  the  bill  more  than  to — and  not  to  the  welfare 
provisions. 

While  my  prepared  statement  covers  a  number  of  the  provisions; 
however,  I  would  like  to  discuss  for  a  moment  the  relationship  of 
the  social  security  system  to  the  private  retirement  system. 

Since  the  inception  of  social  security,  we  have  always  understood 
it  to  be  the  policy  of  Congress  that  this  S}Tstem  is  not  intended  to  be 
the  only  means  for  providing  retirement  security  for  American  work- 
ers and  their  families.  Rather,  social  security  has  properly  been  de- 
signed to  provide  individuals  with  a  basic  floor  of  protection  in  their 
retirement.  It  has  been  left  for  various  private  savings  media,  includ- 
ing insurance  company  products,  to  provide  retirement  income  above 
this  level. 

These  private  plans  offer  flexible  arrangements  which  can  be  de- 
signed to  fit  an  individual's  particular  needs.  It  is  important,  there- 
fore, that  the  social  security  system  not  be  structured  or  expanded 
so  as  to  prevent  the  ability  of  individuals  to  use  private  savings  media 
to  provide  retirement  income  for  themselves  beyond  the  social  secu- 
rity floor  of  protection. 

Maintenance  of  a  strong  private  retirement  income  system  is  also 
important  for  the  economy  as  a  whole.  Savings  through  life  insur- 
ance, pension  funds  and  other  private  savings  media  make  a  major 
contribution  to  the  supply  of  private  capital  needed  for  an  expand- 
ing economy.  The  social  security  system,  quite  properly.  I  might  add, 
does  not  generate  capital  but  redistributes  virtually  all  of  the  tax 
revenue  as  received. 

Thus,  maintaining  a  proper  balance  between  the  social  security 
system  and  the  private  retirement  media  is  important.  If  the  proposed 
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increase  in  the  earning  base,  that  is,  the  base  on  which  social  security 
benefits  and  taxes  are  computed,  which  is  included  in  H.R.  1,  is 
adopted,  we  believe  that  the  balance  will,  be  seriously  distorted.  On 
January  1  of  this  year  the  earnings  base  was  increased  to  $9,000  pursu- 
ant to  the  social  security  bill  passed  last  year.  H.R.  1  would  now  further 
increase  this  base  to  $10,200.  We  strongly  oppose  this  further  increase. 

We  believe  that  the  average  earnings  of  regularly  employed  male 
workers  represent  an  appropriate  dividing  line  between  the  area  in 
which  the  Government  should  have  responsibility  to  provide  basic 
retirement  benefits  and  the  area  in  which  the  individual,  acting  alone 
or  with  his  employer,  should  have  responsibility  to  provide  retirement 
security  through  private  media.  In  our  opinion,  the  social  security 
system  clearly  reaches  beyond  its  role  of  providing  basic  economic 
protection  when  it  provides  benefits  based  on  earnings  above  this 
average. 

Under  our  estimates,  the  average  earnings  of  regularly  employed 
male  workers  will  not  even  reach  the  $9,000  wage  base  presently  in 
effect  until  1973  and  will  not  reach  the  proposed  $10,200  wage  base 
until  several  years  thereafter.  Thus,  an  increase  to  $10,200  would  bring 
the  earnings  base  to  a  level  substantially  in  excess  of  the  estimated 
average  earnings. 

tWhat  is  the  practical  effect  of  raising  the  earnings  base  above  a  justi- 
fiable level?  First,  the  increase  would  entitle  workers  with  above- 
average  earnings  to  additional  social  security  benefits  based  on  their 
earnings  included  in  the  newly  covered  earnings  band  and,  in  this 
manner,  would  raise  the  benefits  of  these  workers  substantially  above 
the  floor  of  protection  standard.  Moreover,  the  increase  would  require 
workers  at  these  earnings  levels  to  pay  substantially  higher  social 
security  taxes. 

For  example,  the  social  security  taxes  payabV,  by  an  employee  earn- 
ing $10,200  would  be  increased  in  1973  by  18  percent,  from  $468  to 
$551,  largely  attributable  to  the  earnings  base  increase  in  H.R.  1.  This 
increase  would  be  added  to  the  15-percent  increase  in  his  social  security 
taxes  which  already  took  effect  in  January  1972,  resulting  in  a  total  tax 
increase  over  a  2-year  period  of  36  percent  from  $406  to  $551. 

It  is  also  important  to  note  that,  for  younger  employees,  these  in- 
creases are  far  in  excess  of  the  cost  of  the  new  benefits  they  will  receive. 
The  proposed  earnings  base  increase  would  thus  seriously  impede 
the  ability  of  and  undermine  the  incentive  for  the  affected  individuals 
and  their  employers  to  provide  for  retirement  income  through  the 
many  tvpes  of  private  media  available. 

Finally,  and  of  substantial  importance,  is  the  interrelationship  of 
the  proposed  earnings  base  increase  and  the  provision  in  H.R.  1  for 
automatic  adjustments  in  the  earnings  base  to  account  for  future 
increases  in  earnings.  Although  our  industry,  in  the  past,  has  opposed 
the  concept  of  automatic  increases  in  both  benefit  levels  and  the  earn- 
ings base,  we  accept  the  fact  that  such  provisions  are  likely  to  be 
enacted.  However,  such  automatic  adjustments  should  be  made  to  an 
otherwise  proper  earnings  base.  If  the  initial  base  is  too  high,  the 
excess  will  forever  be  built  into  the  system  as  the  future  automatic 
increases  will  merely  be  added  to  an  inflated  earnings  base. 

For  all  of  these  reasons,  we  strongly  urge  that  the  earnings  base  be 
continued  at  its  existing  $9,000  level.  Additional  costs  arising  under 
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H.R,  1  should  first  be  financed  through  any  favorable  actuarial  bal- 
ance in  the  present  program  and  beyond  that  the  social  security  tax 
schedule  should  be  drawn  upon  as  a  source  of  funds.  In  this  connection, 
we  have  noted  the  possibility  that  the  methods  for  measuring  the 
financial  needs  and  resources  of  the  social  security  trust  funds  may  be 
revised. 

I  believe  Secretary  Richardson  testified  on  this  matter  last  summer. 
If  such  a  revision  is  made  and  a  significant  actuarial  surplus  arises,  we 
strongly  believe  that  a  part  of  such  surplus  should  be  used  to  meet 
those  revenue  needs  of  the  system  that  would  be  met  under  H.E.  1  by 
an  increase  in  the  earnings  base. 

Turning  to  another  provision,  H.R.  1  would  increase  social  security 
benefits  by  5  percent  across  the  board  effective  June  1972.  We  believe 
that  this  increase  should  be  deleted  and  instead  the  provision  for  auto- 
matically increasing  benefits  to  reflect  cost-of-living  increases,  which 
we  recognize,  as  I  have  already  said,  will  be  included  in  the  bill,  should 
be  allowed  to  operate  as  intended,  effective  January  1973. 

If  a  benefit  increase  is  to  be  specifically  included  in  the  bill,  it  should 
not,  in  any  event,  exceed  the  rise  in  the  cost  of  living  since  January 
1971,  the  date  of  the  last  benefit  increase,  and  should,  as  the  House  bill 
provides,  be  in  lieu  of  any  increase  that  would  otherwise  result  under 
the  automatic  provisions.  It  is  unnecessary  to  go  beyond  this  inasmuch 
as  there  have  been  two  substantial  across-the-board  benefit  increases 
within  the  past  2  years  which,  in  the  aggregate,  considerably  exceed  the 
intervening  cost-of-living  increases. 

Again,  let  me  express  appreciation  for  this  opportunity  to  present 
the  views  of  our  three  associations.  I  would,  of  course,  be  happy  to  try 
to  answer  any  questions  you  may  have.  Moreover,  I  hope  that  we  may 
be  permitted  to  file  such  additional  material  for  the  record  as  may  be 
appropriate  in  the  light  of  matters  raised  during  the  remainder  of 
your  hearings  on  H.R.  1. 

Thank  you  very  much.  Are  there  any  questions  ? 

The  Chairman.  Thank  you.  Are  there  any  questions  ? 

Senator  Curtis.  Do  you  happen  to  know  what  the  median  wage  is  ? 
You  referred  to  the  average  wage. 

Mr.  PrLLSBURY.  I  don't  know  whether  my  associate  here — from 
one  of  our  associations — has  that  information  or  not, 

Mr.  Minck.  My  name  is  Richard  Minck.  I  am  actuary  of  the  Life 
Insurance  Association  of  America. 

Senator,  the  wage  we  refer  to  in  our  testimony  is  the  median  wage 
for  male  workers  who  are  working  on  a  full-time  basis  and  

Senator  Curtis.  The  figure  used,  then,  was  the  median  wage  ? 

Mr.  Minck.  Yes,  sir. 

Senator  Curtis.  That  is  a  median  wage  for  what  ? 
Mr.  Minck.  Male  workers  gainfully  employed  full  time,  four  quar- 
ters of  coverage  each  year  under  the  social  security  system. 
Senator  Curtis.  All  male  workers  ? 
Mr.  Minck.  Yes,  sir. 
Mr.  Pillsbury.  Full  time. 

Mr.  Minck.  Excluding  those  working  part  time. 
Senator  Curtis.  What  was  that  figure? 
Mr.  Pillsbury.  $9,000. 

Mr.  Minck.  We  estimate  sometime  next  year  it  will  be  $9,000 ;  it  is 
currently  $8,500. 
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Senator  Curtis.  By  its  very  terms,  roughly  half  of  the  full-time  em- 
ployed people  earn  less  than  the  median  ? 
Mr.  Minck.  Yes. 

Senator  Curtis.  So  if  increased  benefits  are  financed  by  raising  the 
base,  it  means  increasing  benefits  by  raising  the  taxes  upon  a  part  of 
the  workers  and  part  of  the  employers ;  is  that  correct  ? 

Mr.  Minck.  I  think  that  is  correct,  sir. 

Senator  Curtis.  I  think  without  a  doubt  there  are  times  that  the 
base  should  be  raised  and  thus  to  carry  part  of  the  costs,  but  it  does 
present  an  easy  way  for  the  Congress  that  is  not  a  sound  way  to  make 
a  practice  of  financing  increased  benefits  by  raising  the  base  because 
it  is  entirely  possible  that  someone  could  make  the  claim,  and  it  will 
be  true,  that  the  majority  of  people  under  social  security  would  have 
no  tax  raise  and  still  get  an  increase  in  benefits? 

Mr.  Minck.  That  is  correct. 

Mr.  Pillsbury.  Senator,  I  call  your  attention  to  the  fact  that  H.R. 
1  as  it  now  stands  has  an  automatic  provision  for  increasing  the  base. 
Isn't  that  correct  ? 

Mr.  Minck.  Yes,  sir. 

Senator  Curtis.  Was  that  in  the  bill  of  a  year  ago  ? 
Mr.  Minck.  Yes,  sir. 

Senator  Curtis.  I  have  mixed  feelings  about  automatic  increases  of 
benefits.  From  one  standpoint,  I  am  for  it,  in  that  the  people,  par- 
ticularly the  people  of  low  income  and  small  social  security  benefits 
would  get  their  increase  without  having  to  wait  on  the  Congress. 
Oftentimes  it  gets  tied  up  in  controversial  things  like  it  is  right  now. 
On  the  other  hand,  knowing  the  bent  of  Congress  wanting  to  vote  bene- 
fits to  give  to  people,  we  may  end  up  perpetually  with  a  system  of 
both — automatic  increases  and  congressional  increase. 

I  won't  take  further  time  but  I  want  to  thank  you  for  your  testimony. 

Mr.  Pillsbury.  Senator,  let  me  say  that  the  bill  has  a  provision  in  it 
which  requires  that  the  Congress  be  notified  before  an  automatic  in- 
crease would  normally  go  into  effect  under  an  increase  in  cost  of  living 
which  gives  Congress  the  opportunity  to  vote  its  own  increase  

Senator  Curtis.  I  understand  that. 

Mr.  Pillsbury.  Which  would  then  preempt  the  automatic  increase 
for  that  time. 

Senator  Curtis.  I  can't  help  but  feel  that  the  increase  in  social 
security  has  been  held  a  captive  now  for  a  number  of  months  to  try  to 
get  through  a  guaranteed  annual  income  and  that  is  unfair  to  the  social 
security  beneficiaries. 

The  Chairman.  Time  is  going  to  be  short  on  us  in  these  hearings  as 
well  as  in  our  executive  session  and  whenever  I  can  submit  my  ques- 
tion— I  am  going  to  submit  it  rather  than  ask  it. 

We  will  have  a  secretary  in  the  room  right  behind  us  where  the  wit- 
ness can  respond  to  the  written  question.  I  am  going  to  submit  this  ques- 
tion to  Mr.  Pillsbury  and  ask  him  to  give  us  the  answer  to  the  secretary. 
If  I  find  the  answer  is  not  adequate  then  I  will  find  him  before  he  gets 
out  of  town  and  pursue  it. 

Thank  you  very  much. 

(The  Chairman's  question  with  the  response  follows :) 

Question.  Mr.  Pillsbury,  in  your  prepared  statement  you  mentioned  the 
notch  effect  of  the  life  insurance  excludable  amount.  Would  you  please  explain 
more  fully  the  notch  effect  and  how  you  would  suggest  eliminating  it. 
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Response.  Under  H.R.  1,  if  a  family  has  less  than  $1,500  of  life  insurance, 
the  full  cash  value  of  its  policy  is  an  excludable  amount  in  determining  the 
family's  resources.  However,  if  a  family  has  more  than  $1,500  in  life  insurance 
(for  example,  $1,600)  none  of  the  cash  surrender  value  is  excludable. 

This  in  effect  is  an  all-or-none  provision.  This  could  be  corrected  by  providing 
that  families  with  more  than  $1,500  of  life  insurance  may  exclude  the  portion  of 
cash  surrender  value  attributable  to  $1,500  of  life  insurance. 

As  indicated  in  our  testimony,  we  also  propose  that  the  $1,500  figure  be  in- 
creased to  $4,000.  * 

Senator  Fannin.  Mr.  Chairman,  just  one  question  before  Mr.  Pills- 
bury  is  excused. 

We  are  trying  to  make  H.R.  1  into  a  workfare  program,  to  be  fair  to 
everyone.  I  wonder  if  it  would  be  possible  for  you  to  expand,  not  at 
this  time,  but  if  you  could  give  us  more  information  about  the  savings 
through  life  insurance  pension  plans  and  other  private  savings  making 
a  major  contribution  to  the  supply  of  capital?  Not  at  this  time  but 
could  you  give  us  more  information  on  that  ? 

Mr.  Pillsbtjry.  We  would  be  very  happy  to.  As  a  matter  of  fact, 
there  is  more  information  in  the  full  statement  which  we  have  sub- 
mitted. 

Senator  Fannin.  Thank  you. 

The  Chairman.  Thank  you  very  much,  Mr.  Pillsbury. 
(The  prepared  statement  of  the  previous  witness  and  material  re- 
ferred to  by  Senator  Fannin  follows.  Hearing  continues  to  page  750.) 

Statement  of  American  Life  Convention,  Life  Insurance  Association  of 
America  and  Life  Insurers  Conference 

summary 

It  has  been  the  clear  policy  of  Congress  that  the  Social  Security  system  is  not 
intended  to  be  the  sole  means  for  providing  retirement  security  for  American 
workers  and  their  families.  Rather,  the  system  has  properly  been  designed  to 
provide  individuals  with  basic  economic  protection  in  their  retirement.  It  is  im- 
portant that  the  system  not  be  structured  or  expanded  so  as  to  impede  the  ability 
of  individuals  to  provide  additional  income  for  their  retirement  through  private 
savings  media. 

Within  this  framework,  the  statement  discusses  the  following  provisions  con- 
tained in  H.R.  1. 

(1 )  Increase  in  Earnings  Base 

H.R.  1  would  increase  the  earnings  base  to  $10,200.  We  strongly  urge  that  this 
increase  be  deleted  and  that  the  base  be  retained  at  its  existing  .$9,000  level.  The 
proposed  increase  would  raise  the  earnings  base  to  a  level  substantially  in  excess 
of  the  average  earnings  of  regularly  employed  male  workers  which  we  estimate 
will  not  reach  $10,200  for  several  years.  In  this  regard,  the  increase  would  seri- 
ously breach  the  proper  relationship  between  the  Social  Security  system  and 
the  private  retirement  media  and,  in  addition,  would  severely  distort  the  opera- 
tion of  any  provision  for  automatic  increases  in  the  earnings  base  to  reflect  in- 
creases in  average  earnings. 

(2)  Across-the-Board  Benefit  Increase 

We  believe  that  the  5  percent  across-the-board  benefit  increase  in  H.R.  1  should 
be  deleted  and,  instead,  the  provision  for  automatically  increasing  benefits  to 
reflect  cost-of-living  increases — which  we  recognize  will  probably  be  included 
in  the  bill — should  be  allowed  to  operate  as  intended,  effective  January  1973.  If 
a  benefit  increase  is  to  be  enacted,  it  should  not,  in  any  event,  exceed  the  rise 
in  the  cost  of  living  since  January  1971 — the  date  of  the  last  benefit  increase — 
and  should  (as  H.R.  1  provides)  be  in  lieu  of  any  increase  that  would  otherwise 
result  under  the  automatic  provisions. 

(3)  Certain  Other  Benefit  Liberalizations 

We  seriously  question  whether  the  aggregate  cost  of  certain  of  the  benefit 
liberalizations  in  H.R.  1  can  be  justified  at  the  present  time  when  there  is  serious 
concern  on  the  part  of  many  people  over  the  financial  impact  of  the  high  Social 
Security  taxes  on  American  workers. 
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(4)  Retirement  Earnings  Test 

We  support  the  liberalization  in  the  retirement  earnings  test  contained  in 
H.R.  1. 

(5)  Payments  to  Survivor  or  Estate  of  Deceased  Employee 

We  support  the  provision  in  H.R.  1  which  would  exempt  from  Social  Security 
taxes  any  amounts  which  are  earned  by  an  employee  in  covered  employment  but 
which  are  not  paid  until  after  the  year  in  which  he  died.  Moreover,  we  believe 
it  would  be  appropriate  to  extend  the  exemption  to  cover  disabled  employees. 

(6)  Treatment  of  Life  Insurance  in  Measuring  an  Individual's  Resources  for 
Welfare  Purposes 

Under  H.R.  1  an  individual's  life  insurance  policies  need  not  be  counted  in 
determining  his  resources  for  purposes  of  qualifying  under  the  family  assistance 
program  if  the  face  amount  of  such  policies  does  not  exceed  $1,500.  We  believe 
the  $1,500  should  be  raised  to  $4,000  and  that  the  notch  effect  of  this  exemption 
should  be  eliminated. 

Statement 

My  name  is  John  S.  Pillsbury,  Jr.  I  am  Chairman  and  Chief  Executive  Officer 
of  the  Northwestern  National  Life  Insurance  Company  of  Minneapolis. 

I  appear  today  on  behalf  of  the  American  Life  Convention,  the  Life  Insurance 
Association  of  America  and  the  Life  Insurers  Conference.  These  three  associations 
have  an  aggregate  membership  of  407  life  insurance  companies  accounting  for 
93  percent  of  the  life  insurance  in  force  in  the  United  States.  These  companies 
also  hold  99  percent  of  the  reserves  of  insured  pension  plans  in  the  United  States. 
We  appreciate  this  opportunity  to  express  our  views  on  H.R.  1,  especially  as  it 
relates  to  the  old-age,  survivors,  and  disability  insurance  program. 

SOCIAL  SECURITY'S  ROLE 

Since  the  inception  of  Social  Security,  we  have  always  understood  it  to  be  the 
policy  of  Congress  that  this  system  is  not  intended  to  be  the  sole  means  for 
providing  retirement  security  for  American  workers  and  their  families.  Rather, 
Social  Security  has  properly  been  designed  to  be  a  vehicle  for  providing  individ- 
uals with  basic  economic  protection  in  their  retirement.  It  has  been  left  for 
various  private  savings  media,  including  insurance  company  products,  to  provide 
retirement  income  above  this  level. 

Private  plans  offer  flexible  arrangements  which  can  be  designed  to  fit  an 
individual's  particular  needs.  The  necessity  for  providing  nearly  universal  cov- 
erage does  not  permit  the  Social  Security  system  to  offer  this  flexibility.  Another 
difference  between  Social  Security  and  the  private  system  is  that  the  latter 
offers  products  with  benefits  fully  geared  to  the  level  of  contributions.  Thus,  an 
individual  in  the  private  market  is  able  to  determine  for  himself — on  the  basis 
of  his  own  spending  priorities — the  level  of  retirement  income  he  desires  and 
to  provide  accordingly.  Consistent  with  this  framework,  it  is  important  that  the 
Social  Security  system  not  be  structured  or  expanded  so  as  to  pre-empt  the 
ability  of  individuals  to  use  private  savings  media  to  provide  retirement  income 
for  themselves  beyond  the  Social  Security  floor  of  protection. 

Maintenance  of  a  strong  private  retirement  income  system  is  also  important 
for  the  economy  as  a  whole.  It  is  generally  agreed  that,  if  our  economy  and  pro- 
ductivity are  to  grow  in  the  years  ahead,  there  must  be  an  increasing  supply 
of  new  investment  capital.  Savings  through  life  insurance  and  pension  funds 
and  other  private  savings  media  make  a  major  contribution  to  this  supply  of 
capital.  For  example,  in  1970,  noninsured  private  pension  plans  invested  $4.7 
billion  in  stocks  and  $1.6  billion  in  bonds  of  U.S.  corporations.  During  the  same 
year,  life  insurance  companies  invested  $2.0  billion  in  U.S.  corporate  stocks,  $1.6 
billion  in  U.S.  corporate  bonds,  and  $1.8  billion  in  mortgages  on  business  property. 
Other  savings  media,  such  as  savings  and  loan  associations,  mutual  funds,  and 
state  and  local  pension  plans  also  make  substantial  investments  in  these  sectors 
of  the  economy. 

If  Social  Security  benefits  are  expanded  at  the  expense  of  private  pension 
funds  and  savings,  there  will  be  a  reduction  in  the  generation  of  capital,  since, 
in  contrast  to  private  savings,  the  Social  Security  system,  quite  properly,  does 
not  generate  capital  but  redistributes  each  year  virtually  all  of  the  tax  revenue 
received. 
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Since  the  inception  of  the  Social  Security  system,  it  has  been  customary  for 
Congress  to  review  it  from  time  to  time  to  determine  whether  it  is  properly 
carrying  out  its  role.  Proposals  to  revise  the  system  must  be  considered,  how- 
ever, not  only  in  terms  of  broad  social  need  but  also  in  terms  of  the  cost  and 
the  proper  relationship  between  public  and  private  programs.  While  necessary 
changes  and  improvements  have  properly  been  made,  we  cannot  stress  enough 
the  fact  that  undue  expansion  of  the  Social  Security  system  would  have  a  far- 
reaching  impact  on  voluntary  private  mechanisms  and,  in  turn,  on  our  economy 
as  a  whole. 

Within  this  frame  of  reference,  I  would  now  like  to  discuss  various  provisions 
of  H.R.  1. 

INCREASE  IN  EARNINGS  BASE 

On  January  1  of  this  year,  the  earnings  base — that  is,  the  base  on  which  the 
Social  Security  taxes  as  well  as  benefits  are  computed — 'increased  to  $9,000  pur- 
suant to  the  Social  Security  amendments  passed  by  Congress  last  year.  H.R.  1 
would  now  further  increase  this  base  to  $10,200.  (While  the  House-passed  version 
of  H.R.  1  would  make  this  increase  effective  on  January  1,  1972,  we  assume  that, 
because  this  date  has  already  passed,  any  further  increase  would  not  take  effect 
until  1973.) 

To  put  this  proposed  increase  in  historical  perspective,  it  should  be  noted 
that,  in  the  years  from  1936  to  1905,  the  earnings  base  was  increased  $1,800  from 
$3,000  to  $4,800 — an  increase  of  60  percent  in  a  thirty-year  period.  The  increase 
to  $10,200  would  mean  an  increase  of  $5,400,  or  113  percent,  in  a  period  of  only 
eight  years. 

We  believe  that  the  increase  in  the  base  from  $9,000  to  $10,200  would  seriously 
breach  the  proper  relationship  between  the  Social  Security  system  and  the  pri- 
vate retirement  media  and,  in  addition,  would  severely  distort  the  operation  of 
any  provision  for  automatic  increases  in  the  earnings  base  to  reflect  future 
increases  in  earnings. 

Let  me  be  more  specific : 

We  believe  that  the  average  earnings  of  regularly  employed  male  workers 
represent  an  appropriate  dividing  line  between  the  area  in  which  the  govern- 
ment should  have  responsibility  to  provide  basic  retirement  benefits  and  the  area 
in  which  the  individual,  acting  alone  or  with  his  employer,  should  have  respon- 
sibility to  provide  retirement  security  through  private  media.  In  our  opinion, 
the  Social  Security  system  clearly  reaches  beyond  its  role  of  providing  basic 
economic  protection  when  it  provides  benefits  based  on  above-average  earnings, 
as  would  be  done  under  H.R.  1.  Likewise,  when  the  system  raises  revenues  through 
taxes  at  these  above->average  earnings  levels,  it  drains  off  financial  resources 
which  the  individual  and  his  employer  might  otherwise  put  into  private  savings. 
In  each  situation,  the  freedom  of  individual  choice  is  eroded. 

Under  our  estimates,  the  average  earnings  of  regularly  employed  male  work- 
ers will  not  even  reach  the  $9,000  earnings  based  presently  in  effect  until  1973 
and  will  not  reach  the  proposed  $10,200  wage  base  until  several  years  thereafter. 
Thus,  the  increase  to  $10,200 — effective  January  1,  1973 — would  bring  the  earn- 
ings base  to  a  level  substantially  in  excess  of  such  estimated  average  earnings 
at  that  time. 

What  is  the  practical  effect  of  raising  the  earnings  base  above  a  justifiable 
level?  First,  the  increase  would  entitle  workers  with  above-average  earnings  to 
additional  Social  Security  benefits  based  on  their  earnings  included  in  the  newly 
covered  earnings  band  and,  in  this  manner,  would  raise  the  benefits  of  these 
workers  substantially  above  the  floor-of-protection  standard.  Moreover,  the  in- 
crease in  the  earnings  base  would  require  workers  at  these  earnings  levels  to  pay 
substantially  higher  Social  Security  taxes.  For  example,  the  Social  Security  taxes 
payable  by  an  employee  earning  $10,200  would  be  increased  in  1973  by  18  percent 
from  $468  to  $551 — largely  attributable  to  the  earnings  base  increase  in  H.R.  1. 
This  increase  would  be  added  to  the  15  percent  increase  in  his  Social  Security 
taxes  which  already  took  effect  in  January  1972,  resulting  in  a  total  tax  increase 
over  a  two-year  period  of  36  percent  from  $406  to  $551.  It  is  also  important  to 
note  that,  for  younger  employees,  these  increases  are  far  in  excess  of  the  cost 
of  the  new  benefits  they  will  receive.  The  proposed  earnings  base  increase  would, 
thus,  seriously  impede  the  ability  of — and  undermine  the  incentive  for — the 
affected  individuals  and  their  employers  to  provide  for  retirement  income 
through  the  many  types  of  private  media  available. 
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Moreover,  using  an  increase  in  the  earnings  base  as  a  mechanism  for  financing 
benefit  increases  or  other  provisions  of  H.R.  1  is  an  inefficient  process.  This 
results  from  the  fact  that  part  of  the  additional  revenue  which  is  raised  will  be 
drained  off  into  providing  benefits  on  earnings  above  the  level  presently  appro- 
priate for  Social  Security.  Thus,  only  a  portion  of  the  increased  revenues  will  be 
available  for  meeting  the  cost  of  the  benefit  liberalizations  which  are  the  primary 
objective  of  H.R.  1. 

Finally,  and  of  substantial  importance,  is  the  interrelationship  of  the  proposed 
earnings  base  increase  and  the  provision  in  H.R.  1  for  automatic  adjustments 
in  the  earnings  base  to  account  for  future  increases  in  earnings.  Although  our 
industry  has,  in  the  past,  opposed  the  concept  of  automatic  increases  in  both 
benefit  levels  and  the  earnings  base,  we  accept  the  fact  that,  in  light  of  the 
current  provision  in  the  House  bill  and  the  action  by  the  Senate  in  1970.  such 
automatic  increase  provisions  are  likely  to  be  enacted.  Since  the  automatic  ad- 
justments would  be  applied  to  increase  the  earnings  base  currently  in  effect,  it 
is  important  that  the  initial  earnings  base  be  set  at  a  proper  level.  If  it  is  too 
high,  the  excess  will  forever  be  built  into  the  system  as  the  future  automatic 
increases  will  be  added  to  an  inflated  earnings  base. 

For  all  of  these  reasons,  we  strongly  urge  that  the  earnings  base  be  retained  at 
its  existing  $9,000  level  and  that  the  increase  in  the  House  bill  be  deleted.  Any 
additional  costs  arising  under  H.R.  1  should  first  be  financed  through  any  favor- 
able actuarial  balance  in  the  present  program  and  beyond  that  the  Social  Secu- 
rity tax  schedule  should  be  drawn  upon  as  a  source  of  funds.  In  this  connection, 
we  have  noted  the  possibility  that  the  methods  of  measuring  the  financial  needs 
and  resources  of  the  Social  Security  trust  funds  may  be  revised.  If  such  a  revi- 
sion is  made  and  a  significant  actuarial  surplus  arises,  we  strongly  believe  that 
a  part  of  such  surplus  should  be  used  to  meet  those  revenue  needs  of  the  system 
that  would  be  met  under  H.R.  1  by  an  increase  in  the  earnings  base.  Adherence 
to  these  principles  will  ensure  that  the  Social  Security  system  remains  in  a  self- 
supporting  posture  while  at  the  same  time  financing  its  benefit  increases  in  an 
efficient  manner  that  is  consistent  with  its  role  in  relation  to  private  retirement 
media.  These,  we  think,  are  extremely  important  objectives  for  the  Social  Secur- 
ity system. 

ACROSS-THE-BOARD  INCREASE 

H.R.  1  would  increase  Social  Security  benefits  by  5  percent  across-+he-board, 
effective  June  1972.  We  believe  this  increase  should  be  deleted  from  the  bill. 
As  I  have  already  mentioned,  we  accept  the  likelihood  that  the  final  version  of 
H.R.  1  will  provide  a  system  for  automatic  increases  in  Social  Security  benefits 
to  reflect  increases  in  the  cost  of  living.  As  we  understand  the  House  bill  in  this 
regard,  the  automatic  provision  standing  alone  will  most  likely  result  in  a 
benefit  increase,  effective  January  1973,  of  a  magnitude  in  the  neighborhood  of 
the  5  percent  increase  specified  in  the  bill.  On  the  other  hand,  if  H.R.  1  itself 
provides  a  benefit  increase,  this  will  pre-empt  the  automatic  increase.  Given  this 
choice,  we  believe  that  it  would  be  most  consistent  with  the  objective  of  the  new 
automatic  provision  to  let  it  operate  as  intended  instead  of  accelerating  the 
benefit  increase  to  June  1972. 

If  a  benefit  increase  is  to  be  specifically  included  in  the  bill,  it  should  not, 
in  any  event,  exceed  the  rise  in  the  cost  of  living  since  January  1971 — the  date  of 
the  last  benefit  increase — and  should  (as  H.R.  1  provides)  be  in  lieu  of  any 
increase  that  would  otherwise  result  under  the  automatic  provisions.  It  is  unnec- 
essary to  go  beyond  this  inasmuch  as  there  have  been  two  substantial  across-the- 
board  benefit  increases  within  the  past  two  years — 15  percent  effective  January 
1970  and  10  percent  effective  January  1971.  In  the  aggregate,  these  two  increases 
amounted  to  261/2  percent — considerably  more  than  the  16%  percent  increase  in 
the  consumer  price  index  from  its  level  in  February  1908,  the  effective  date  of 
the  last  prior  Social  Security  benefit  increase,  to  its  level  in  January  1971. 

CERTAIN  OTHER  BENEFIT  LIBERALIZATION 

In  addition  to  the  across-the-board  increase,  H.R.  1  contains  several  other 
benefit  liberalizations  which,  when  taken  in  the  aggregate,  will  add  substantially 
to  the  cost  of  the  Social  Security  system.  These  provisions  include  (1)  a  special 
minimum  benefit — which  could  be  substantially  higher  than  the  regular  mini- 
mum— for  employees  who  have  worked  under  Social  Security  for  at  least  15 
years,  (2)  increased  benefits  for  individuals  who  continue  working  after  age 
65,  (3)  additional  drop-out  years  for  computing  average  monthly  wage,  and  (4) 
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computation  of  benefits  on  the  combined  earnings  of  a  husband  and  wife  under 
certain  conditions.  While  there  may  be  good  reasons  for  each  of  these  liberaliza- 
tions, we  seriously  question  whether  their  aggregate  cost  can  be  justified  at  the 
present  time  when  there  is  a  very  real  concern  on  the  part  of  many  people  over 
the  financial  impact  of  the  high  Social  Security  taxes  on  American  workers. 

LIBERALIZATION  OF  THE  RETIREMENT  TEST 

We  support  the  provisions  in  H.R.  1  for  increasing  the  amount  an  individual 
may  earn  without  a  reduction  in  Social  Security  benefits  and  for  revising  the 
formula  for  reducing  Social  Security  benefits  when  earnings  exceed  the  exemp- 
tion level.  We  believe  that  these  changes  are  not  inconsistent  with  a  sound  retire- 
ment test. 

TAX  TREATMENT  OF  PAYMENTS  TO  THE  SURVIVOR 
OR  ESTATE  OF  A  DECEASED  EMPLOYEE 

We  support  the  provision  in  H.R.  1  which  would  exempt  from  Social  Security 
taxes  any  amounts  which  are  earned  by  an  employee  in  covered  employment  but 
which  are  not  paid  until  after  the  year  in  which  he  died.  As  indicated  in  the 
House  Committee  Report,  present  law — which  requires  Social  Security  taxes  to 
be  paid  in  this  situation —  has  worked  a  hardship  in  the  case  of  deceased  life 
insurance  salesmen  whose  renewal  commissions  have  been  taxed  for  many  years 
after  their  death,  since  these  tax  payments  do  not  result  in  any  additional 
Social  Security  benefits  for  their  survivors.  We  believe  it  would  also  be  appro- 
priate to  extend  the  provision  in  the  House  bill  in  a  similar  manner  to  disabled 
employees. 

TREATMENT  OF  LIFE  INSURANCE  IN  MEASURING  AN  INDIVIDUAL'S 
RESOURCES  FOR  WELFARE  PURPOSES 

Under  H.R.  1,  a  family  would  not  be  eligible  for  benefits  under  the  new  family 
assistance  program  if  it  has  resources  in  excess  of  $1,500.  However,  certain 
items  may  be  disregarded  in  making  this  determination.  Among  the  exclusions 
is  a  life  insurance  policy  or  policies  if  the  total  face  amount  does  not  exceed 
$1,500.  If  the  face  amount  does  exceed  $1,500,  then  the  cash  surrender  value  of 
the  policy  or  policies  must  be  counted  in  applying  the  resource  test. 

We  believe  two  changes  should  be  made  regarding  the  treatment  of  life 
insurance : 

First,  the  full  exclusion  should  apply  to  a  larger  face  amount  of  insurance. 
Unlike  other  assets,  if  a  family  is  required  to  surrender  a  life  insurance  policy, 
it  may  be  difficult,  if  not  impossible,  to  replace  if  the  family's  income  subse- 
quently increases.  A  savings  account,  for  example,  can  always  be  rebuilt  to 
its  previous  level  without  any  substantial  loss.  If  a  life  insurance  policy  is  sur- 
rendered, the  individual  may  no  longer  be  insurable  when  he  goes  to  replace  it. 
If  he  is  insurable,  the  premium  rates  will  be  higher  to  reflect  his  being  older  than 
when  the  first  policy  was  issued  and  the  new  contract  will  have  to  bear  the 
costs  of  commissions  and  underwriting  expenses.  Thus,  it  is  important  that  the 
exclusion  level  be  set  at  a  realistic  amount  so  as  not  to  require  families  to 
surrender  life  insurance  coverage  which  is  basic  to  their  needs. 

Families  need  more  life  insurance  than  the  $1,500  excludable  under  H.R.  1. 
The  costs  incurred  in  terminal  illnesses,  and  for  burial  and  other  attendant 
expenses  normally  run  much  higher  than  that.  On  the  average,  families  earning 
$3,000  or  less  currently  own  $4,000  of  individual  life  insurance  and  we  suggest 
granting  a  full  exclusion  to  policies  up  to  this  face  amount. 

Second,  the  notch  effect  in  the  House  bill  should  be  eliminated  by  providing 
that  only  the  cash  surrender  value  attributable  to  the  face  amount  in  excess  of 
the  excludable  amount  should  be  counted  in  determining  a  family's  resources. 
Such  treatment  is  consistent  with  the  rules  in  the  bill  applicable  to  other  ex- 
cludable items.  For  instance,  a  family's  home,  household  goods,  and  personal 
effects  are  excludable  to  the  extent  of  a  reasonable  amount.  Presumably,  under 
this  provision,  if  the  value  of  the  family's  home  exceeds  the  excludable  limit, 
only  the  excess  is  counted  in  determining  the  family  resources.  The  rule  for 
life  insurance  is  different  under  the  House  bill — if  the  face  amount  exceeds 
$1,500,  even  by  only  a  small  amount,  the  entire  cash  surrender  value  is  included 
in  countable  resources.  This  is  an  inequitable  rule  and  should  be  modified  as 
suggested. 
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American  Life  Convention, 
Life  Insurance  Association  of  America, 

Washington  Office, 
Washington,  D.C.,  February  14,  1972. 

Hon.  Paul  J.  Fannin, 
U.S.  Senate, 
Washington,  D.C. 

Dear  Senator  Fannin  :  During  the  appearance  of  Mr.  John  S.  Pillsbury,  Jr. 
before  the  Senate  Finance  Committee  during  the  hearings  on  H.R.  1,  you  asked 
for  additional  information  on  capital  formation  through  life  insurance  com- 
panies, pension  plans  and  other  savings  media. 

In  response  to  your  inquiry,  Mr.  Pillsbury  alluded  to  a  portion  of  his  full  state- 
ment which  he  had  submitted  for  the  record  but  which  the  time  limitation 
precluded  his  reading.  That  portion  of  the  statement  follows  : 

"Maintenance  of  a  strong  private  retirement  income  system  is  also  important 
for  the  economy  as  a  whole.  It  is  generally  agreed  that,  if  our  economy  and 
productivity  are  to  grow  in  the  years  ahead,  there  must  be  an  increasing 
supply  of  new  investment  capital.  Savings  through  life  insurance  and  pension 
funds  and  other  private  savings  media  make  a  major  contribution  to  this  supply 
of  capital.  For  example,  in  1970,  noninsured  private  pension  plans  invested 
$4.7  billion  in  stocks  and  $1.6  billion  in  bonds  of  U.S.  corporations.  During  the 
same  year,  life  insurance  companies  invested  $2.0  billion  in  U.S.  corporate 
stocks,  $1.6  billion  in  U.S.  corporate  bonds,  and  $1.8  billion  in  mortgages  on 
business  property.  Other  savings  media,  such  as  savings  and  loan  associations, 
mutual  funds,  and  state  and  local  pension  plans  also  make  substantial  invest- 
ments in  these  sectors  of  the  economy. 

"If  Social  Security  benefits  are  expanded  at  the  expense  of  private  pension 
funds  and  savings,  there  will  be  a  reduction  in  the  generation  of  capital,  since, 
in  contrast  to  private  savings,  the  Social  Security  system,  quite  properly,  does 
not  generate  capital  but  redistributes  each  year  virtually  all  of  the  tax  revenue 
received." 

We  thought  that  you  might  also  be  interested  in  the  attached  table  which 
shows  the  growing  importance  of  pension  savings  as  a  part  of  personal  savings. 

The  savings  accumulated  through  private  pension  funds  are  invested  in  cor- 
porate securities,  mortgages,  state  and  municipal  bonds,  and  U.S.  Government 
obligations.  They  thus  provide  financing  for  the  construction  of  industrial  plant 
and  equipment,  single-family  homes,  apartment  buildings,  commercial  prop- 
erties of  all  kinds,  public  utilities,  transportation  and  communication  facilities, 
roads  and  other  public  facilities,  and  many  other  kinds  of  capital  projects. 
The  capital  expenditures  made  possible  by  pension  savings  provide  increasing 
job  opportunities  in  our  economy  and  contribute  heavily  to  improved  pro- 
ductivity and  thus  to  higher  living  standards. 

Should  you  desire  any  additional  data,  please  let  us  know. 
Sincerely  yours, 

American  Life  Convention, 
William  B.  Harm  an,  Jr.. 

General  Counsel. 
Life  Insurance  Association  of  America. 
Kenneth  L.  Kimble, 

Vice  President  and  General  Counsel. 

Attachment. 


THE  CONTRIBUTION  OF  PENSION  FUND  SAVING  TO  THE  ECONOMIC  GROWTH  OF  THE  UNITED  STATES 

[Dollar  amounts  in  billions] 


Average  per  annum 

1946-50 

1951-55 

1956-60 

1961-65 

1966-70 

Personal  income  L  ... 

Personal  saving  1  

Pension  saving  2  . 

Personal  saving  as  percent  of  personal  income 
Pension  saving  as  percent  of  personal  income 

$203. 0 
$11.7 
$2.7 
5.8 
1.3 

$283. 4 
$17.2 
$4.6 
6.1 
1.6 

$366. 0 
$20.0 
$7.2 
5.5 
2.0 

$472.3 
$23.5 
$10.8 
5.0 
2.3 

$691. 9 
$40.9 
$16.4 
5.9 
2.4 

1  National  income  accounts  of  the  U.S.  Department  of  Commerce,  Survey  of  Current  Business. 

2  Flow-of-funds  accounts  of  the  Board  of  Governors  of  the  Federal  Reserve  System.  This  figure  measures  the  increase 
in  assets  held  by  private  pension  plans,  pension  programs  administered  by  state  and  local  government  units,  and  the  Fed- 
eral employee  and  railroad  retirement  benefit  programs.  It  includes  both  insured  and  noninsured  plans.  It  excludes 


Note:  National  income  accounts  prepared  by  the  U.S.  Department  of  Commerce,  the  importance  of  pension  fund  saving. 
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The  Chairman.  Now,  the  next  witness  is  Mr.  Peter  Hughes,  Legisla- 
tive Representative  of  the  American  Association  of  Retired  Persons 
and  the  National  Retired  Teachers  Association. 

Mr.  Hughes.  Good  morning,  Mr.  Chairman. 

The  Chairman.  Mr.  Hughes. 

STATEMENT  OF  PETER  HUGHES,  LEGISLATIVE  REPRESENTATIVE, 
NATIONAL  RETIRED  TEACHERS  ASSOCIATION  AND  THE 
AMERICAN  ASSOCIATION  0E  RETIRED  PERSONS,  ACCOMPANIED 
BY  ROBERT  SYKES,  LEGISLATIVE  REPRESENTATIVE,  NRTA 
AND  AARP 

Mr.  Hughes.  Mr.  Chairman,  my  name  is  Peter  Hughes  and  I  am  the 
legislative  representative  of  the  National  Retired  Teachers  Association 
and  the  American  Association  of  Retired  Persons.  With  me  today  is 
my  colleague,  Mr.  Robert  Sykes,  who  is  also  a  legislative  representative 
for  our  associations. 

Mr.  Cyril  Brickfield,  our  legislative  counsel,  was  unfortunately 
called  out  of  town  and  was  not  able  to  appear  so,  Mr.  Chairman,  in  the 
interest  of  time,  I  should  like  to  just  submit  our  statement,  make  the 
request  that  we  may  submit  additional  material  on  the  medicare  sec- 
tion of  H.R.I. 

The  Chairman.  Thank  you  very  much,  sir.  We  will  print  your  state- 
ment just  exactly  as  written  and  you  may  be  assured  it  will  be  con- 
sidered by  the  committee. 

Mr.  Hughes.  Thank  you  very  much. 

Senator  Bennett.  Mr.  Chairman,  I  assume  we  have  the  privilege 

of  submitting  questions  to  the  association  based  on  that  statement  

Mr.  Hughes.  Yes,  sir;  we  would  be  very  happy  to  answer  it. 
Senator  Bennett  (continuing) .  And  expect  them  to  give  us  written 
replies  ? 

Mr.  Hughes.  We  would  be  very  happy  to  reply. 
The  Chairman.  Thank  you  very  much,  sir. 

(The  prepared  statement  and  a  subsequent  statement  received  on 
medicare  follows.  Hearing  continues  on  page  754.) 

Testimony  of  the  National  Retired  Teachers  Association 
and  American  Association  of  Retired  Persons 

summary 

Cost  of  Living  Adjustments 

Our  Associations  favor  the  automatic  cost-of-living  adjustment  but  we  feel 
that  benefits  should  be  raised  before  the  automatic  adjustment  is  employed. 

Benefits  Increase 

Our  Associations  urge  an  across-the-board  increase  of  15%  with  a  minimum 
monthly  benefit  of  $120. 

Liberalization  of  Earnings  Test 

Our  Associations  recommend  an  earnings  figure  of  $3,000  without  loss  of 
benefits. 

Widoiv's  Benefits 

Our  Associations  support  the  increase  in  the  widows'  benefit  from  82%% 
to  100%  of  her  deceased  husband's  benefits. 

Uniform  Method  of  Computation  of  Benefits:  Men  and  Women 

Our  Associations  support  this  principle  of  uniform  computation  and  the 
resulting  benefits  increase. 

Out-of -Hospital  Prescription  Medicines 

Our  Associations  agree  with  the  HEW  Task  Force  and  recommend  that  out- 
patient prescription  medicines  be  included  in  Medicare  coverage. 
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Special  Age  72  Payments 

Our  Associations  recommend  a  greater  increase  in  benefits  to  those  persons 
age  72  or  over  who  were  originally  excluded  from  Social  Security  benefits  but 
now  receive  a  meager  sum  under  the  "Transitional  Insured  Status" ;  and,  also 
urge  that  the  restriction  placed  on  persons  in  that  category  who  receive  public 
pensions  be  raised  to  $150  per  month,  before  they  are  denied  the  meager  Social 
Security  benefit. 

Universal  Medicare  Eligibility  at  65 

Our  Associations  strongly  support  the  provision  for  voluntary  enrollment  at 
age  65  of  those  persons  otherwise  ineligible  for  hospital  insurance  benefits 
under  Medicare. 

Testimony 

Mr.  Chairman,  my  name  is  Cyril  F.  Brickfield.  I  am  Legislative  Counsel  of 
the  National  Retired  Teachers  Association  and  the  American  Association  of  Re- 
tired Persons.  Accompanying  me  today  is  Mr.  Peter  Hughes  and  Mr.  Robert 
Sykes,  Legislative  Representatives  for  our  two  Associations. 

Our  Associations  have  a  combined  national  membership  of  more  than  3.4 
million  older  Americans.  We  are  nonprofit,  nonpartisan  organizations  of  per- 
sons age  55  and  over,  dedicated  to  the  belief  that  dignity,  independence,  and 
purpose  enable  the  older  person  to  continue  a  life  of  meaningful  activity,  use- 
fulness, and  service  to  others. 

We  appreciate  this  opportunity  to  appear  before  the  Committee  in  continua- 
tion of  our  Associations'  support  for  the  fine  work  of  the  Committee  on  legislation 
designed  to  provide  economic  security  for  all  older  and  retired  Americans. 

Mr.  Chairman,  during  1970  the  Senate  Special  Committee  on  Aging,  under  the 
leadership  of  Senator  Williams,  conducted  a  study  entitled:  The  Economics  of 
Aging :  'Toward  a  Full  Share  in  Abundance.  Even  before  this  series  of  hearings 
began,  our  Associations  were  well  aware  of  the  economic  plight  of  large  numbers 
of  elderly  persons  in  this  country.  The  Task  Force  Report,  the  Background  Pa- 
pers, and  the  testimony  of  dozens  of  witnesses  before  this  Committee  offered 
additional  documentation  and  forceful  dramatization  of  the  harsh  realities  faced 
by  so  many  older  people.  But,  this  work  of  the  Senate  Special  Committee  on 
Aging  accomplished  much  more.  It  gave  us  an  assessment  of  the  great  strides 
we  have  made  in  the  past  and  the  tremendous  tasks  still  facing  our  Nation  in 
dealing  with  the  economic  problems  confronting  all  Americans  facing  retire- 
ment years. 

Fundamental  to  creating  a  meaningful  life  in  old  age  is  ensuring  sufficient 
economic  resources  to  support  it.  While  possession  of  monetary  resources  does 
not  necessarily  guarantee  happiness,  the  absence  of  such  resources  can  keep 
people  of  any  age  level  from  dignity,  happiness  and  usefulness. 

In  1970  the  income  in  the  United  States  for  a  35  year  old  skilled  worker  aver- 
aged $11,000  per  year.  In  the  same  year  the  income  need  of  an  elderly  couple 
with  a  moderate  living  standard  was  about  $4,500.  In  contrast,  one  finds  that 
the  maximum  Social  Security  retirement  benefit  which  a  worker  (and  spouse) 
can  receive  under  today's  Social  Security  law  is  a  little  over  $3,800.  The  truth 
is  that  nearly  one-third  of  the  more  than  20  million  Americans  65  years  of  age 
and  older  are  living  below  the  poverty  level.  An  even  more  shocking  fact  is  that 
many  of  these  people  were  not  poor  until  they  became  old. 

One  of  the  ways  in  which  we  may  meet  the  economic  problems  of  older  Amer- 
icans is  by  liberalizing  and  updating  the  existing  Social  Security  laws.  Our 
Associations  are  happy  to  note  the  passage  of  the  Social  Security  Amendments 
of  1971  by  the  House  of  Representatives  in  June  of  1971.  These  Amendments  are 
most  welcome  and  our  Associations  support  them.  However,  we  feel  that  there 
are  major  reforms  still  urgently  needed  to  improve  this  vital  but  still  imperfect 
program. 

In  assessing  the  current  Social  Security  system  in  light  of  immediate  and 
future  needs,  one  characteristic  stands  out:  it  does  not  adjust  quickly  enough 
to  the  fast  moving  economy  of  today.  The  record  is  clear.  First  rising  prices 
have  usually  outdistanced  Social  Security  benefit  increases  making  older  per- 
sons more  acutely  aware  of  the  increased  costs  experienced  during  inflationary 
periods.  Secondly,  despite  the  fact  that  average  living  standards  of  those  still  in 
the  work  force  have  risen  year  after  year,  Social  Security  benefits  in  real  terms 
have  improved  very  little. 

The  need  to  develop  a  dynamic  Social  Security  system  which  keeps  pace  with 
the  changes  in  the  economy  is  apparent.  Of  course  Corigress  in  the  past  has  pe- 
riodically adjusted  Social  Security  benefits  but  the  increases  have  not  even  kept 
pace  with  increases  in  the  general  price  level. 
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COST   OF   LIVING  ADJUSTMENT 

The  history  of  Social  Security  adjustments  is  that  benefits  are  voted  in  election 
years.  What  is  the  overriding  motive?  Is  it  to  provide  justice  and  equality  in  keep- 
ing with  our  spiraling  economy  or  is  it  used  as  a  vote-getting  device?  If  Social 
Security  increases  for  older  Americans  are  to  any  degree  a  political  football  in 
election  years,  the  House  passed  bill  has  a  remedy  to  offer.  The  automatic  cost- 
of-living  adjustment  mechanism  which  will  take  effect  in  1972  as  provided  in  the 
House  passed  bill  is  urgently  needed  and  most  welcome.  This  provision  indicates 
the  willingness  of  Congress  to  take  Social  Security  adjustments  out  of  politics 
and  gear  such  adjustments  to  our  ever  increasing  national  productivity.  However, 
we  believe  that  benefits  must  be  raised  to  a  more  realistic  level  than  provided  in 
the  House  bill  before  this  automatic  escalator  is  employed. 

BENEFIT  INCREASE 

We  note  that  the  bill  contains  a  5%  across-the-board  increase  on  benefit  pay- 
ments. Due  to  the  rising  cost  of  living  since  the  last  across-the-board  increase,  our 
Associations  urge  a  15%  across-the-board  increase  at  this  time.  The  House  bill 
fails  to  deal  adequately  with  the  problem  of  minimum  benefits.  Because  of  the 
present  inadequate  base,  a  5%  raise  will  only  increase  the  minimum  monthly 
benefit  for  a  single  person  from  $70.40  to  $74.00  a  month.  For  this  reason  our  As- 
sociations urge  a  minimum  monthly  benefit  of  $120.  Only  through  such  an  in- 
crease can  we  begin  to  move  millions  of  older  Americans  out  of  poverty  and 
ensure  that  millions  more  who  are  on  the  poverty  border  are  not  pushed  below 
it.  Such  an  increase  would  permit  our  older  citizens  to  live  their  remaining  years 
in  dignity  and  free  of  severe  economic  hardship.  In  addition,  we  believe  that  the 
Congress,  by  adopting  our  suggestion  for  a  minimum  payment  of  $1,440  a  year 
for  the  single  person  age  65  and  older,  could  take  the  greatest  step  toward  the 
elimination  of  poverty  among  our  elderly  that  has  ever  been  taken  in  our 
Nation's  history. 

LIBERALIZATION  OF  EARNINGS  TEST 

We  are  very  disappointed  with  the  provision  contained  in  the  House  bill  con- 
cerning the  earnings  limitation.  Under  the  present  law,  an  individual  who  is 
eligible  for  Social  Security  benefits  loses  $1  for  every  $2  he  earns  in  excess  of 
$1,680  a  year,  up  to  $2,880.  He  loses  dollar  for  dollar  on  earned  income  above 
$2,880.  H.R.  1  would  amend  this  provision  to  permit  earnings  up  to  $2,000.  The 
eligible  recipient  would  then  forfeit  $1  in  benefits  for  every  $2  of  earned  income 
above  that  amount. 

Such  a  severe  limitation  imposed  on  the  earnings  of  an  individual  eligible  for 
Social  Security  benefits  acts  as  a  penalty  clause  and  is,  in  fact,  a  partial  denial  of 
the  very  basis  upon  which  the  Social  Security  program  has  been  constructed — 
that  basis  being  one  of  insurance  of  retirement  income.  The  proposal  contained  in 
H.R.  1  is  little  more  than  a  token  gesture. 

Because  Social  Security  originated  at  a  time  when  this  Nation  was  trapped 
in  the  depths  of  a  great  economic  depression,  it  was  understandable  policy  in 
those  years  to  discourage  the  continued  employment  of  older  Americans  in  order 
to  open  up  the  ranks  of  the  working  force  to  the  thousands  of  middle-aged  Amer- 
icans looking  for  jobs. 

Today,  however,  we  are  facing  an  entirely  different  situation.  Not  only  do  we 
have  a  different  labor  climate,  but  many  businesses  and  industries  have  a  vital 
need  for  the  skills  and  labor  which  can  be  provided  only  by  the  older,  more  ex- 
perienced worker. 

And  yet  thousands  of  older  Americans  who  possess  these  needed  skills,  who  are 
willing  and  able  to  work  will  not  work  because  of  the  penalty  which  will  be  im- 
posed upon  them  by  the  earnings  limitation  contained  in  the  present  law.  Nor  will 
this  penalty  be  meaningfully  reduced  by  the  proposed  change. 

Results  of  the  latest  medical  research  in  the  aging  processes  seem  to  indicate 
that  one  of  the  major  problems  crucial  to  the  well-being  of  older  people — perhaps 
almost  as  important  as  the  slowing  down  of  the  physical  mechanism — is  the 
inability  to  contribute.  A  job.  even  on  a  part-time  basis,  may  enhance  not  only 
the  financial  health  of  an  older  person,  but  may  be  therapeutically  and  psycho- 
logically invigorating  as  well. 

Older  Americans  simply  do  not  understand  why  this  Country,  which  is  now 
reaping  the  fruits  of  their  hard  labor,  is  at  the  same  time  denying  them  the  op- 
portunity, indeed  the  right,  to  both  add  to  their  own  financial  security  and 
contribute  their  talents  to  an  environment  in  which  they  are  needed.  Should 
the  risht  to  a  job,  and  with  it  dignity,  a  feeling  of  independence  and  sense  of  ac- 
complishment, be  legislatively  denied  to  millions  of  older  Americans  ? 
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It  is  our  recommendation  that  the  older  person  be  permitted  to  earn  at  least 
$3,000  in  the  year  before  he  suffers  any  loss  of  his  Social  Security  benefits. 

100  PERCENT  BENEFITS  FOR  WIDOWS 

We  were  pleased  to  learn  that  the  House  Bill  would  increase  widows'  benefits 
from  821/4  to  100%  of  the  deceased  husband's  primary  benefit.  This  improvement 
in  the  Social  Security  program  is  long  overdue.  This  provision  alone  if  enacted 
by  the  Congress  this  year  will  correct  a  long-standing  inequity  for  almost  three 
milion  widows  and  at  a  relatively  minor  cost. 

Providing  the  widow  with  same  benefit  for  which  the  husband  was  qualified, 
in  addition  to  the  monetary  benefit,  will  provide  the  widow  with  an  additional 
measure  of  self-respect  and  independence. 

UNIFORM  METHOD  OF  COMPUTING  BENEFITS  FOR  MEN  AND  WOMEN 

We  are  pleased  to  note  that  H.R.  1  also  provides  that  Social  Security  benefits 
for  men  and  women  be  computed  on  the  same  basis.  The  increased  benefit  which 
would  result  from  such  a  change  is  notable ;  the  resulting  principle  of  uniformity 
may  be  even  more  important,  We  urge  your  Committee  to  accept  this  important 
suggestion  for  uniform  treatment  between  the  sexes. 

OUT  OF  HOSPITAL  PRESCRIPTION  MEDICINES 

We  believe  that  the  time  has  arrived  when  the  Congress  must  take  action  to 
include  the  costs  of  prescription  drugs  for  hospital  out-patients  within  the 
coverage  afforded  in-patients  by  the  Medicare  program. 

Under  the  present  program,  patients  in  hospitals  and  extended  care  facilities 
are  provided  with  these  drugs.  However,  out-patients  who  must  have  the  very 
same  drugs  in  order  to  keep  themselves  healthy  and  out  of  the  hospital  are  denied 
reimbursement  for  their  costs. 

Although  older  Americans  represent  only  10  percent  of  the  population,  they  use 
nearly  25  percent  of  all  prescription  drugs,  and  their  per  capita  expenditures  for 
medicines  are  more  than  3  times  that  of  younger  Americans. 

These  proportions  take  on  increased  meaning  when  we  note  that  the  Nation's 
total  expenditures  for  health  and  medical  care,  which  includes  drugs,  increased 
by  1.9  percent  during  fiscal  1969.  This  one  year  rate  of  increase  was  more  than 
one-third  faster  than  the  growth  rate  of  the  gross  national  product. 

The  unconscionable  burden  which  this  situation  has  placed  upon  the  millions 
of  older  Americans  living  on  fixed  retirement  incomes  is  obvious. 

The  Senate  recognized  the  importance  of  enacting  legislation  to  remedy  this 
situation  in  1966,  when  it  passed  a  Prescription  Drug  Program.  Unfortunately, 
the  House  did  not  agree.  But  in  1967,  the  Congress  directed  the  Secretary  of 
Health,  Education  and  Welfare  to  study  the  feasibility  of  such  a  program.  A 
Task  Force  appointed  by  the  Secretary  recommended  that  prescription  drugs 
be  covered  by  Medicare.  Soon  after  assuming  office.  Secretary  Finch  appointed 
a  Committee  to  study  the  recommendation  of  the  former  Secretary's  Task 
Force.  Not  only  did  Secretary  Finch's  Committee  agree  that  Medicare  should 
cover  out  of  hospital  prescription  drugs,  but  it  urged  an  even  more  extensive 
coverage  than  had  been  recommended  by  the  Task  Force. 

Thus,  Mr.  Chairman,  we  urge  that  the  Congress  act  now  to  make  these  changes 
recommended  by  the  Senate  in  1966  and  the  Special  Study  Groups  of  two  Secre- 
taries of  Health,  Education  and  Welfare. 

SPECIAL   AGE    72  PAYMENTS 

Four  years  ago,  in  1965,  Congress  established  a  "Transitional  Insured  Status" 
for  persons  age  72  or  Over,  who  were  excluded  from  Social  Security  benefits  be- 
cause their  working  lives  were  completed  or  substantially  completed  before  cov< 
erage  was  extended  to  their  former  occupations. 

We  are  pleased  that  the  House  members  recognize  the  need  to  increase  the 
present  meager  $48.30  a  month  benefit  now  permitted  these  older  people.  How- 
ever, we  feel  that  the  increase  of  $2.50  to  $50.80  is  in  itself  meager. 

We  do  deplore  the  fact  that  the  blanketing-in  amendment  added  by  Congress 
in  1966  denied  the  special  benefit  (now  $48.30  a  month)  to  the  72-year  old  teacher 
or  other  retiree  who  was  drawing  as  much  as  $46  a  month  in  any  form  of  public 
pension.  Such  a  restriction  is  contrary  to  the  original  intent  of  the  Prouty 
Amendment  and  should  be  corrected  by  the  Congress. 

We  recommend  that  the  Congress  eliminate  that  restrictive  earnings  limitation 
and  replace  it,  if  necessary,  with  a  more  realistic  one.  If  a  limitation  must  be 
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applied  to  the  special  benefit  for  these  older  persons,  we  would  suggest  that  they 
be  allowed  to  receive  at  least  $150  per  month  in  public  pension  before  being  de- 
nied the  meager  special  Social  Security  benefit. 

Such  a  restriction  would  prevent  a  member  of  Congress  from  drawing  the 
benefit,  but  it  would  not  deny  it  to  the  80-year  old  teacher,  for  example,  who  has 
qualified  for  a  small  pension  but  has  never  worked  in  employment  covered  by 
Social  Security. 

ALL  PERSONS  WILL  BE  ELIGIBLE  FOR  MEDICARE  UPON  ATTAINING  AGE  6  5 

Our  Associations  traditionally  took  the  position  that  health  insurance  benefits 
did  not  need  to  be  tied  to  the  Social  Security  program.  However,  when  the  Medi- 
care bill  was  passed  in  1965.  eligibility  for  part  A  of  the  Medicare  program  was 
made  dependent  upon  eligibility  for  Social  Security,  and  a  cut-off  date  was  set 
at  January  1.  1968,  which  provided  that  the  person  who  had  not  qualified  for 
Social  Security  benefits  by  that  date,  was  not  eligible  for  the  benefits  of  Part  A 
of  the  Medicare  program.  This  provision  has  worked  a  genuine  hardship  and 
injustice  on  many  thousands  of  retired  teachers  and  some  other  persons  retired 
from  public  retirement  systems.  Many  of  these  were  people  who  were  partici- 
pants in  a  retirement  system  in  which  the  teachers  or  other  members  had  been 
permitted  by  legislation  passed  by  the  Congress  to  exclude  themselves  from  the 
Social  Security  program,  "ft Tien  Medicare  and  Social  Security  were  joined  in 
1965,  many  of  these  people  had  therefore,  excluded  themselves  from  the  benefits 
of  Medicare. 

In  each  of  our  Association  Conferences,  held  in  nine  areas  of  the  Country  in 
1971.  I  requested  an  indication  by  our  retired  teachers  of  the  number  ineligible 
for  Part  A  of  the  Medicare  program.  In  most  areas,  at  least.  %  of  these  older 
retirees  are  excluded  from  the  benefits  of  that  part  of  the  Medicare  program. 

It  is  our  position  that  no  person  should  be  excluded  from  any  part  of  the 
Medicare  program  because  he  made  the  choice  of  remaining  outside  of  the  cov- 
erage of  Social  Security.  We  are  therefore  pleased  that  the  House  Bill  includes 
a  provision  which  would  allow  people  reaching  age  65  who  are  ineligible  for  hos- 
pital insurance  benefits  under  Medicare  to  enroll  on  a  voluntary  basis  for  hos- 
pital insurance  coverage.  While  the  cost  to  the  individual  is  high  we  feel  this 
provision  is  a  step  in  the  right,  direction. 

Mr.  Chairman,  we  have  additional  comments  which  we  should  like  to  make 
with  respect  to  specific  portions  of  the  Medicare  section  of  H.R.  1.  with  the  Chair- 
man's permission,  however,  we  should  like  to  submit,  these  for  the  record  at  a 
later  date. 


Medicare-Medicaid 

Our  Associations,  the  National  Retired  Teachers  Association  and  the  Ameri- 
can Association  of  Retired  Persons,  have  come  before  Congress  on  numerous 
occasions  in  the  past  seeking  the  changes  necessary  to  improve  the  Medicare- 
Medicaid  system.  As  organizations  representing  over  three  and  one-half  million 
older  persons,  we  feel  that  we  speak  with  authority  on  the  responsiveness  of 
the  present  system  to  the  hospital  and  medical  needs  of  the  intended  bene- 
ficiaries— over  twenty  million  elderly  citizens. 

Our  Associations  recognize  that  the  present  system  may.  perhaps  soon,  be 
superseded  by  a  national  plan  of  health  care  for  the  entire  population.  However, 
until  that  time,  we  shall  continue  our  efforts  to  perfect  the  present  system  by 
improving  and  expanding  the  quality  and  comprehensiveness  of  care,  increas- 
ing operating  efficiency,  expanding  our  limited  hospital  and  medical  resources, 
and  reducing  waste  in  the  allocation  of  these  resources. 

In  order  to  secure  for  our  older  citizens  an  adequacy  of  hospital  and  medical 
protection,  our  Associations  make  the  following  recommendations  for  the  Com- 
mittee's consideration : 

Since  most  persons  who  survive  to  80  years  of  age  have  need  of  some  form 
of  long  term  care,  but  lack  the  financial  resources  necessary  for  private  pur- 
chase. Medicare  benefits  should  be  extended  to  include  long  term  care  (without 
limitations  of  calendar  days  or  kinds  of  care  and  service  covered),  for  such 
persons. 

Medicare  should  also  provide  an  intermediate  care  benefit  for  those  who  re- 
quire institutional  care  and  service,  greater  than  room  and  board,  but  less  than 
skilled  nursing  care.  Such  an  extension  of  Medicare  benefits  would  increase 
comprehensiveness  and  reduce  the  unnecessary  demand  made  upon  more  costly 
forms  of  covered  service. 
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Parts  A  and  B  of  Medicare  should  be  combined,  with  the  increased  cost  of 
such  improvement  perhaps  alleviated  by  a  reasonable  reduction  in  the  number 
of  covered  hospital  days. 

The  present  "insurance"  definition  of  a  spell  of  illness  should  be  changed  to 
eliminate  such  contingencies  as  an  individual's  place  of  abode  or  his  ability  to 
survive  a  certain  number  of  consecutive  days  without  need  of  institutional  care 
or  service. 

The  present  requirement  of  at  least  three  days  of  hospitalization  as  a  prereq- 
uisite for  the  receipt  of  non-hospital  benefits  should  be  eliminated  since  the 
requirement  only  contributes  to  the  costly  and  wasteful  over-utilization  and 
misallocation  of  hospital  resources  in  order  to  secure  eligibility  for  other  Medi- 
care benefits. 

The  Secretary  should  be  given  authority  to  determine  norms  for  care  regimens, 
length  of  stay  required  by  diagnosis,  and  area-wide  cost  factors,  with  payment 
guaranteed  whenever  such  norms  are  not  exceeded  and  payment  of  excess  cost 
denied  in  the  absence  of  reasonable  justification  by  the  provider  of  service  or 
attending  physician. 

Moreover,  Medicare  should  provide  a  guaranteed  minimum  number  of  days  of 
post-hospital  benefits  upon  proper  transfer  from  a  hospital  to  another  participat- 
ing institution  or  to  home-health  care.  A  guaranteed  period,  for  so  long  as  is 
necessary  for  the  receiving  agency's  utilization  review  committee  to  make  a 
determination  of  the  need  for  covered  care  and  service,  would  eliminate  that 
retroactive  denial  of  benefits  which  unjustly  penalizes  the  receiving  agency  and 
the  patient  (who  is  thereby  rendered  liable  for  the  cost  of  care  and  service 
received)  for  the  actions  of  those  who  preceded  them  in  the  continuum  of 
care — the  transfering  hospital  and  attending  physician. 

In  order  to  stimulate  investment  in  those  facilities  which  provide  care  and 
service  to  Medicare  beneficiaries,  present  law  could  be  amended  to  include,  as 
an  element  of  the  reasonable  cost  of  covered  services,  a  reasonable  return  on  the 
equity  capital  invested  in  such  facilities  by  nonprofit  providers  of  service.  While 
the  present  system  allows  a  reasonable  return  to,  and  thereby  provides  an  incen- 
tive for  investment  by,  profit-seeking  entrepreneurs,  it  illogically  fails  to  provide 
any  such  incentive  for  investment  by  nonprofit  organizations.  Such  an  incentive 
for  the  investment  of  nonprofit  capital  should  be  provided  to  accelerate  the  rate 
of  expansion  of  those  hospital  and  medical  facilities  providing  care  and  service 
to  Medicare  beneficiaries. 

Finally,  as  a  condition  to  participation  in  health  care  programs  funded  by  the 
Government,  providers  of  service  should  be  required  to  afford  the  Government 
access  to  their  financial  records  for  the  purpose  of  determining  the  true  cost  of 
such  service. 

With  these  recommendations  in  mind,  our  Associations  now  turn  to  the  specific 
provisions  of  H.R.  1  to  make  the  following  comments  and  suggestions : 

Our  Associations  endorse  S.  201  of  the  bill  insofar  as  it  would  extend  coverage 
under  Medicare  for  hospital  and  supplementary  medical  insurance  to  disabled 
qualified  railroad  retirement  annuitants,  who  have  been  entitled  to  disability 
benefits  for  at  least  two  years.  However,  we  believe  that  such  extension  of  bene- 
fits makes  it  imperative  that  rehabilitation  be  clearly  established  as  an  identifi- 
able group  of  services  and  rehabilitation  facilities  as  categorical  providers  of 
such  services,  since  rehabilitation  services  will  be  among  those  primarily  required 
by  this  new  category  of  Medicare  beneficiaries. 

Since  it  is  our  Associations'  position  that  Congress  should  assure  that  each 
person  will  become  eligible  for  the  benefits  of  Medicare  at  such  time  as  he  reaches 
the  statutory  age  or  otherwise  becomes  eligible  for  Social  Security  cash  benefits 
based  on  age,  whichever  first  occurs,  we  must,  therefore,  approve  the  general 
purpose  of  §  202  of  the  bill,  which  would  make  available  hospital  insurance  cov- 
erage under  Medicare,  on  a  voluntary  basis,  to  persons  age  65  and  over  who  are 
not  entitled  to  such  coverage  under  existing  law.  However,  our  Associations  be- 
lieve that  the  attempt  to  make  this  extension  of  coverage  contingent  upon  the 
full  financing  of  the  cost  of  such  coverage  by  electing  enrollees,  who  would  be 
required  to  pay  a  monthly  premium,  initially  set  at  $31.  will  effectively  preclude 
receipt  of  any  medicare  benefits  by  those  intended  beneficiaries  who  are  most  in 
need,  but  lack  the  economic  resources  to  pay  the  premium  costs.  Consequently, 
we  urge  the  Finance  Committee  to  consider  alternative  forms  of  financing  this 
desirable  and  necessary  extension  of  Medicare  benefit  protection. 

Our  organizations  continue  to  advocate  the  consolidation  of  Parts  A  and  B  of 
Medicare,  elimination  of  the  premium  payment  under  Part  B,  and  removal  of  all 
deductibles  and  coinsurance  features  of  both  parts.  In  the  light  of  our  declared 
position,  we  must  actively  oppose  the  proposed  increase  (from  $50  to  $60)  in 
the  annual  deductible  under  the  supplementary  medical  insurance  program 
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provided  by  §  204  of  the  bill.  Also,  our  Associations  must  oppose  §205  (b),  which 
provides  for  the  application  of  a  daily  coinsurance  amount  (equal  to  Vs  of  the 
inpatient  hospital  deductible  for  each  day  of  inpatient  hospital  coverage  during 
a  benefit  period)  beginning  with  the  31st  day  and  continuing  through  the  60th.  To 
enact  these  sections  without  change  would  indicate  an  insensitivity  to  the  im- 
position of  additional  financial  burdens  on  those  most  in  need  of  relief — elderly 
patients  requiring  medical  and  hospital  care. 

The  increasingly  severe  financial  burden  that  the  amount  of  the  supplementary 
medical  insurance  premium  will  come  to  represent  in  future  years  is  of  serious 
concern  to  NRTA-AARP.  We  continue  to  advocate  consolidation  of  Parts  A 
and  B  and  elimination  of  premium  payments  under  Part  B  precisely  because  the 
probable  significant  increases  in  the  premium  rate  will  occur  without  the  slight- 
est consideration  being  given  to  the  ability  of  beneficiaries,  living  on  reduced 
retirement  incomes,  to  meet  these  increased  costs.  With  the  hope  that  the 
Congress  will  move  further  toward  the  adoption  of  our  position,  our  Associations 
endorses  §  203  of  the  bill,  under  which  an  increase  in  the  supplementary  medi- 
cal insurance  premium  will  be  allowed  in  any  given  year  only  if  monthly  cash 
social  security  benefits  have  previously  been  increased  and  under  which  the 
amount  of  any  such  premium  increase  will  be  limited  to  a  percentage  not  in 
excess  of  the  percentage  by  which  cash  social  security  benefits  had  been  in- 
creased. Consequently,  while  premiums  would  still  be  required  under  the  supple- 
mentary medical  insurance  program,  any  increase  in  such  premiums  would  at 
least  bear  some  relation  to  the  beneficiary's  ability  to  pay. 

Health  maintenance  organizations,  their  development  and  their  effective 
utilization  have  all  been  strongly  endorsed  by  our  Associations.  Organized  plans, 
particularly  those  on  a  prepaid  basis,  have,  in  some  cases,  demonstratively  dis- 
couraged overutilization  of  more  expensive  inpatient  care.  Consequently,  we 
support  the  provisions  of  §  207  which  would  encourage  states  to  contract  with 
health  maintenance  organizations,  neighborhood  and  community  health  cen- 
ters and  similar  organizations  by  increasing  (by  25%,  up  to  a  maximum  of  95%) 
Federal  matching  on  premiums  paid  by  the  states  under  contracts  with  such 
organizations.  However,  our  organizations  oppose  those  provisions  of  §  207  which 
would  impose  new  limitations  on  care  in  general  and  tuberculosis  hospitals 
and  the  length  of  stay  in  mental  institutions  and  which  would  reduce  the  Fed- 
eral medical  assistance  percentage  for  inpatient  services  in  skilled  nursing 
homes.  While  we  generally  support  legislative  and  administrative  action  to  in- 
sure efficient,  economic  delivery  of  Medicare/Medieaid  services  and  effective 
utilization  of  our  medical  facilities,  nevertheless,  we  feel  that  these  provisions 
are  overly  restrictive  and  insensitive  to  the  needs  of  individual  patients. 

If  unnecessarily  higher  health  care  costs  are  to  be  avoided  in  the  future, 
where  such  costs  result  from  duplication  or  irrational  growth  of  health  care 
facilities,  our  Associations  must  agree  with  the  House  Ways  and  Means  Com- 
mittee that  the  connection  between  sound  health  facility  planning  and  the  pru- 
dent use  of  capital  must  be  recognized  and  that  Medicare/Medicaid  programs 
must  be  consistent  with  state  and  local  health  facility  planning.  Accordingly, 
to  avoid  the  use  of  Federal  funds  to  support  unjustified  capital  expenditures  and 
to  support  health  facility  and  service  planning  activities  in  the  various  states, 
our  associations  approve  the  provisions  of  §  221  of  the  bill  whereby  the  Sec- 
retary of  H.E.W.  will  be  authorized  to  withhold  or  reduce  reimbursement  amounts 
to  providers  of  services  and  health  maintenance  organizations  under  Title  XVIII 
for  depreciation,  interest,  and,  in  the  case  of  proprietary  providers,  a  return  on 
equity  capital,  related  to  capital  expenditures  determined  to  be  inconsistent 
with  state  and  local  health  facility  plans.  However,  since  our  primary  concern 
is  the  development  and  maintenance  of  quality  health  care  in  every  state  and 
locality,  we  believe  that,  prior  to  any  such  withholding  or  reduction,  the  Sec- 
retary should  be  required  to  determine  that  the  quality  level  of  health  serv- 
ice in  the  appropriate  area  will  not  be  impaired  as  a  result  of  any  such  action. 

Also  in  support  of  the  Federal  Government's  attempts  to  control  rising  health 
care  costs,  our  organizations  approve  §  222  under  which  experiments  and  dem- 
onstration projects  would  be  authorized  to  develop  incentives  for  economy  in 
the  provision  of  health  services  and  test  the  concept  of  prospective  reimburse- 
ment as  a  means  of  encouraging  institutional  policy-makers  and  managers, 
through  financial  incentive  and  concomitant  risk  of  loss,  to  plan,  innovate,  and 
manage  effectively  in  order  to  maximize  financial  reward.  However,  we  urge  that 
this  section  be  amended  to  authorize  the  development  and  conduct  of  demonstra- 
tion projects  designed  to  test  better  ways  of  providing  care  both  in  and  outside 
of  institutional  settings.  Moreover,  this  section  should  require  that  consumer 
and  professional  groups  be  afforded  the  opportunity  to  participate  in  the  plan- 
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ning  and  conduct  of  all  such  projects  and  that  the  Secretary  of  Health,  Educa- 
tion and  Welfare  be  required  to  document  the  maintenance  of  quality  service 
under  them. 

While  our  Associations  share  the  concern  of  the  House  Ways  and  Means  Com- 
mittee over  escalating  costs  for  skilled  nursing  homes  and  intermediate  care 
facilities,  we  seriously  question  the  wisdom  of  super-imposing  arbitrary  limits 
(as  §  225  of  H.R.  1  would  do)  on  Federal  financial  participation  as  the  proper 
method  of  limiting  further  cost  increases. 

NRTA-AARP  have  long  advocated  the  establishment  of  a  system  of  rapid  de- 
termination and  screening  procedures,  under  the  Medicare/Medicaid  program,  to 
determine  an  individual's  eligibility  for  coverage  prior  to  admission  to  an  ex- 
tended care  facility  or  prior  to  receipt  of  home  health  services.  Under  present 
law,  a  determination  of  whether  a  patient  requires  the  level  of  care  that  is  neces- 
sary to  qualify  for  such  benefits  cannot  generally  be  made  until  some  time  after 
the  services  have  been  provided,  with  the  result  that,  in  many  cases,  benefits  are 
retroactively  denied,  unexpectedly  shifting  the  financial  responsibility  for  such 
benefits  to  the  patient,  who  may  not  be  able  to  pay.  As  a  progressive  step  toward 
the  elimination  of  eligibility  uncertainty  with  respect  to  these  benefits,  our  As- 
sociations welcome  the  provisions  of  §  228  whereby  the  Secretary  of  Health,  Edu- 
cation and  Welfare  will  be  authorized  to  estabilsh  periods  for  which  a  patient 
would  be  presumed  eligible  for  benefits,  with  such  periods  of  coverage  limited,  for 
the  present,  to  those  conditions,  which  program  experience  has  indicated,  are 
most  appropriate  for  extended  care  or  home  health  service  following  hospitali- 
zation. 

To  supplement  efforts  to  control  the  rising  costs  of  the  Medicare/Medicaid 
program,  our  organizations  endorse  §  229  which  grants  the  Secretary  authority 
to  terminate  or  suspend  payments  for  services  rendered  by  any  supplier  of  health 
or  medical  services  found  to  be  guilty  of  program  abuses.  However,  we  feel  that 
the  section  should  be  amended  not  only  to  require  the  Secretary  to  make  public 
the  name  of  such  persons  or  organizations,  but  also  to  require  that  such  persons 
or  organizations  disclose  any  such  action  taken  against  them  to  each  potential 
Medicare/Medicaid  patient,  before  any  services  are  provided. 

Our  Associations  must  oppose  §  230's  elimination  of  the  requirement  that  states 
move  toward  developing  comprehensive  Medicaid  programs  as  regressive  and 
detrimental  to  the  development  and  maintenance  of  quality  health  care  on  a 
nationwide  basis. 

Since  the  meeting  of  medical  needs  and  the  meeting  of  psycho-social  needs  are 
known  to  be  mutually  reinforcing,  the  requirement  of  present  law,  that  an  insti- 
tution must  engage  the  services  of  a  professional  social  worker  in  order  to  qual- 
ify, under  the  Medicare  program,  as  an  extended  care  facility,  is  a  valuable  move. 
Consequently,  our  organizations  strongly  oppose  §  265's  elimination  of  that  re- 
quirement as  a  condition  of  participation  as  an  extended  care  facility  under  the 
program. 

Our  Associations  believe  that  every  extended  care  facility  should  have  a  full- 
or  part-time  medical  director  and  at  least  one  registered  nurse,  depending  on  the 
number  of  patients  served.  Consequently,  we  must  vigorously  oppose  §  267  of  the 
bill,  under  which  the  Secretary  would  be  authorized  to  waive  the  Medicaid  re- 
quirement, with  respect  to  skilled  nursing  homes  in  rural  areas,  that  all  such 
facilities  have  an  organized  nursing  service  under  the  direction  of  a  full-time 
professional  registered  nurse.  If  this  requirement  of  present  law  constitutes  an 
undue  hardship  for  skilled  nursing  homes  in  some  areas,  the  remedy  should  not 
be  its  elimination,  with  the  consequent  encouragement  of  substandard  nursing 
services,  but  legislation  and  appropriations  to  encourage  the  education  and  train- 
ing of  more  nursing  personnel  and  to  induce  the  location  of  such  personnel  In 
those  rural  areas  where  the  need  is  great. 

Finally,  while  our  organizations  approve  of  §  273,  under  which  the  Secretary 
is  required  to  conduct  a  study  of  chiropractic  services  covered  under  state  plans 
approved  under  Title  XIX,  we  believe  the  scope  of  any  such  study  should  be  ex- 
panded to  determine  which  professional  services,  presently  excluded  under  the 
Medicare/Medicaid  programs,  should  be  included. 

As  our  statements  should  indicate,  our  Associations  are  not  entirely  satisfied 
with  the  House-passed  revision  of  H.R.  1 ;  too  many  inadequacies  would  still 
remain  in  the  Medicare/Medicaid  system.  It  is  our  hope  that  the  Senate  Finance 
Committee  will,  in  its  wisdom,  correct  theso. 

The  Chairmax.  The  next  witness  is  Mr.  Paul  F.  Henkel  who  is 
chairman  of  the  Social  Security  Committee  of  the  Council  of  State 
Chambers  of  Commerce. 
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STATEMENT  OF  PAUL  P.  HENKEL,  CHAIRMAN,  SOCIAL  SECURITY 
COMMITTEE,  COUNCIL  OF  STATE  CHAMBERS  OF  COMMERCE, 
ACCOMPANIED  BY  WILLIAM  R.  BROWN,  ASSOCIATE  RESEARCH 
DIRECTOR 

Mr.  Henrel.  Mr.  Chairman  and  members  of  the  Senate  Finance 
Committee,  my  name  is  Paul  Henkel  and  I  am  manager  of  payroll 
taxes  for  Union  Carbide  Corp.  I  am  chairman  of  the  Social  Security 
Committee  of  the  Council  of  State  Chambers  of  Commerce  and  I  am 
appearing  on  behalf  of  the  council's  28  member  State  chambers  of  com- 
merce which  are  listed  at  the  end  of  our  prepared  statement  as  having 
endorsed  our  positions.  Accompanying  me  is  Mr.  William  R.  Brown, 
associate  research  director  of  the  council. 

We  thank  the  committee  for  the  opportunity  to  present  our  state- 
ment on  the  welfare  reform  and  social  security  provisions  of  H.R.  1. 
Our  oral  presentation  will  be  contracted  as  required  by  the  rules  of  this 
committee. 

Concerning  welfare  reform  issues,  we  support  the  continued  sep- 
arate treatment  and  the  increased  Federal  funding  for  the  indigent 
aged,  blind  and  disabled  persons  under  the  categorical  aid  programs. 
We  would  prefer,  however,  that  the  Federal  benefit  vary  according  to 
geographical  differences  in  the  cost  of  living  rather  than  being 
uniform. 

We  feel  the  greater  share  of  Federal  funding,  however,  for  these 
benefits  will  in  effect  be  revenue  sharing  which  should  help  lighten 
the  State  and  local  government  financial  burdens. 

We  urge  this  committee  to  weigh  heavily  the  July  1971,  Telia  report 
which  was  included  as  part  of  the  report  of  this  committee  in  its  hear- 
ings on  H.R.  1  last  year.  The  Telia  report  indicates  that  income  main- 
tenance plans,  including  the  one  proposed  in  H.R.  1,  could  discourage 
welfare  recipients  from  working.  We  think  this  is  cause  for  concern. 

We  object  to  the  provisions  of  H.R.  1  which  would  supplement  the 
income  of  the  working  poor  above  poverty  levels  and  thus  add  10  mil- 
lion people  to  relief  rolls. 

We  support  the  objectives  of  H.R.  6004,  which  was  introduced  by 
Representative  Ullman,  and  which  makes  a  sharper  distinction  be- 
tween employable  and  unemployable  welfare  recipients.  That  bill  ex- 
cludes the  working  poor  from  receiving  FAP  payments,  but  it  pro- 
vides a  work  expense  allowance  and  free  child  care  for  them.  It  also 
provides  special  revenue  sharing  to  help  State  and  local  government 
welfare  financing.  Its  provisions  seem  to  us  to  be  more  reasonable  and 
more  acceptable  to  the  working  public. 

We  are  glad  to  see  that  the  mandatory  State  supplementation  of 
FAP  payments  above  poverty  levels  as  originally  proposed  in  H.R.  1 
has  been  eliminated.  We  have  long  contended,  that  there  should  be  a 
minimum  of  restraints  and  obligations  imposed  upon  the  States  by  the 
Federal  Government.  We  believe  that  in  the  past  there  have  existed 
situations  in  welfare  where  the  States  have  been  actually  pressured 
by  HEW  actions  to  overextend  their  financing  of  welfare  through 
broadened  eligibility  and  narrow  disqualification  procedures  and  to 
relax  their  investigations  into  financial  needs. 

It  is  our  view  that  the  provision  for  a  $720  annual  earnings  disregard 
in  connection  with  FAP  payments  on  the  basis  of  it  being  a  work 


755 


expense  item  is  rather  costly  when  it  applied  to  family  incomes  above 
the  poverty  level.  We  suggest  that  it  could  be  scaled  down  or  eliminated. 
Its  elimination  could  cause  the  reduction  in  the  H.R.  1  welfare  reform 
bill,  a  reduction  of  costs  of  approximately  $1.1  billion  annually. 

We  disagree  with  the  proposition  that  H.R.  1  would  discourage 
fathers  from  leaving  home  so  that  the  family  could  qualify  for  welfare. 
Last  year's  hearings  on  H.R.  1  held  by  this  committee  indicated  that 
there  would  be  no  substantial  discouragement.  We  strongly  support 
the  objectives  of  S.  3019,  sponsored  by  the  chairman  of  this  committee, 
which  would  provide  more  vigorous  Federal  action  in  requiring  child 
support  by  deserting  fathers  and  fathers  of  illegitimate  children. 

The  hearings  on  welfare  reform  thus  far  have  established  that  there 
are  unmet  needs.  The  principal  question  appears  to  be  how  much  more 
and  how  the  Federa]  Government  will  appropriate  funds  to  meet  these 
needs.  But  throughout  these  hearings  there  have  been  areas  that  have 
received  little  attention. 

There  has  been  a  widespread  public  impression — a  man-in-the-street 
attitude,  if  you  will — that  too  many  abuses  continue  to  exist  and  that 
welfare  officials  may  not  be  doing  all  that  they  could  to  contain  the 
costs  of  welfare. 

We  have  been  deeply  disturbed  by  Federal  court  decisions  that  have 
held  unconstitutional  some  State  actions  to  limit  welfare  payments. 
We  urge  the  Congress  to  consider  all  possible  avenues  to  help  reinstate 
the  rights  of  the  States  to  protect  the  majority  taxpaying  segment  of 
its  citizens.  We  suggest  that  no  individual  should  be  able  to  invoke 
constitutional  rights  as  a  protective  cover  to  perpetrate  a  fraud  or 
other  abuses  upon  the  public. 

With  respect  to  issues  of  social  security,  we  are  certain  that  this 
committee  is  well  aware  of  the  positions  of  State  chambers  of  com- 
merce and,  in  general,  the  views  of  business  and  industry.  Our  state- 
ment reiterates  those  positions  and  includes  data  for  committee  staff 
analysis. 

We  cannot  agree  that  an  increase  in  the  social  security  taxable  wage 
base  to  $10,200  is  justified  at  this  time.  We  have  indicated  that  it 
would  generate  some  excess  social  security  tax  collections  of  $57  billion 
over  the  next  7  years.  Moreover,  the  base  has  been  raised  to  $9,000  this 
year  and  we  submit  that  a  $2,400  increase  in  the  wage  base  in  just  1 
year  is  too  much  for  employers  and  employees  to  shoulder. 

It  would  seem  illogical  for  the  Congress  to  consider  this  during 
a  period  of  wage  and  price  controls.  Last  year  the  congressional  Joint 
Economic  Committee  pointed  out  the  adverse  consequences  of  raising 
the  taxable  wage  base  to  $10,200.  It  suggested  that  the  time  was  not 
propitious  because  of  the  size  of  the  proposed  tax  increase  and  because 
of  the  state  of  the  economy.  We  concur. 

We  suggest  that  the  proposed  substantial  reallocation  of  social 
security  taxes  to  the  hospital  insurance  trust  fund  for  medicare  bene- 
ficiaries should  be  considered  along  with  the  payroll  tax  costs  of  any 
proposed  national  health  insurance  program. 

We  stress  our  objection  to  the  proposed  automatic  escalation  in  the 
taxable  wage  base,  in  benefit  levels  and  in  the  retirement  earnings  off- 
set provision.  In  our  prepared  statement  we  have  shown  the  proposed 
tax  increases  that  will  be  placed  upon  the  young  people  at  the  end 
of  this  century  and  the  beginning  of  the  next. 


756 


We  have  shown  also  how  the  major  change  in  the  concept  of  financ- 
ing by  relying  solely  on  increases  in  the  taxable  wage  base  will  work 
a  double  disadvantage  to  the  future  semiskilled  and  skilled  workers. 
Their  tax  costs — and  we  are  speaking  only  of  social  security  tax  costs — 
will  escalate  tremendously.  Also,  the  wage  replacement  ratio  of  their 
ultimate  benefit  levels  will  not  be  as  great  as  that  of  today's  retirees. 

We  have  also  stressed  alternatively  how,  through  individual  initia- 
tive— Mr.  Chairman,  may  I  request  that  Mr.  Brown  continue?  I  am 
developing  a  cough. 

The  Chairman.  Yes. 

Mr.  Brown.  I  will  carry  on  here  so  you  won't  be  delayed.  We  have 
also  stressed  alternatively  how  through  individual  initiative  the  mere 
accumulation  in  savings  accounts  of  amounts  equal  to  the  proposed 
tax  increases  could  generate  a  far  greater  amount  of  private  benefits. 

Finally,  we  have  reiterated  our  deeply  felt  concern  that  the  exces- 
sive expansion  of  the  social  security  program  will  cause  the  existing 
complimentary  aspects  of  that  program  and  industrial  retirement  plans 
to  disappear.  We  envision  the  day  when  employers  will  not  be  able  to 
maintain  and  absorb  the  costs  of  both  social  security  and  private  retire- 
ment plans.  The  social  security  program  inexorably  will  force  indus- 
trial retirement  plans  out  of  existence  if  present  trends  continue  to 
accelerate. 

We  agree  that  there  will  be  inevitable  future  changes  and  improve- 
ments in  the  social  security  program ;  we  remain  adamantly  opposed 
to  the  adoption  of  the  automated  escalation  provisions  which  are  likely 
to  develop  overly  liberal  benefits  for  low-income  recipients  and  overly 
repressive  taxes  for  the  middle  and  higher  income  recipients. 

At  the  hearings  held  thus  far  on  both  welfare  reform  and  social 
security,  the  views  of  the  individual  taxpayer  unfortunately  have  been 
largely  conspicuously  absent  .  We  urge  this  committee  to  evaluate  these 
two  major  issues  as  only  two  facets,  but  important  facets,  of  the  total 
national  needs  and  to  share  our  concern  over  the  equally  important 
and  mounting  overall  tax  burdens  of  the  public. 

Thank  you. 

The  Chairman.  Thank  you  very  much  for  your  statement  here  today, 
gentlemen. 

What  I  have  to  say,  I  think,  is  more  of  just  a  brief  statement  than  it 
is  a  question. 

Mr.  Brown.  Fine. 

The  Chairman.  But  I  really  do  say  this  as  one  who  has  not  always 
supported  the  position  of  the  chamber  of  commerce.  I  suppose  in  some 
years  I  have  been  marked  as  public  enemy  No.  1  by  the  chamber  of 
commerce  because  of  differing  with  them  on  some  issue  where  I  would 
see  it  one  way  and  they  would  see  it  another.  But  in  this  area  of  what 
I  call  the  guaranteed  annual  wage  for  not  working,  I  believe  the  cham- 
ber of  commerce,  more  than  any  organization  in  this  Nation,  has  seen 
the  threat  that  that  posed  to  this  Nation.  I,  for  one,  am  in  favor  of 
providing  a  comfortable  income  level  to  those  who  are  disabled,  those 
who  are  unable  to  work,  those  who  are  aged,  for  little  children  if  you 
can't  make  parents  do  their  duty.  But  this  thing  of  providing  a  pro- 
gram where  parents  are  able  to  victimize  their  children  >and  live  on 
the  public  with  a  comfortable  guaranteed  annual  wage  for  not  working 
could  destroy  this  Nation,  in  my  judgment,  and  merely  because  you 
call  it  welfare  reform  doesn't  make  it  anything  other  than  what  it  is. 
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This  idea  of  making  it  possible  by  means  of  people  having  it  within 
their  power  to  cheat  and  get  away  with  it  or  by  means  of  people 
victimizing  a  program  or  victimizing  their  own  children  could  very 
well  establish  a  new  type  of  morality  which  could  make  this  a  second 
or  third  rate  nation,  if  it  could  survive  at  all.  The  fact  that  your  orga- 
nization saw  the  dangers  in  this  bill  when  the  catch  phrases  and  nice 
words  and  the  welfare  reform  slogan  caused  others  to  gloss  over  it 
and  failed  to  look  at  the  fine  print,  I  think,  marks  the  national  chamber 
of  commerce — and  the  State  chambers — as  the  organizations  more  than 
any  other  one  that  saw  the  dangers  that  were  inherent  in  this  proposal 
when  it  came  down. 

I  will  be  as  strong  as  I  know  how  in  support  of  all  we  can  for  those 
who  can't  help  themselves,  but  for  those  who  can  work,  they  ought  to 
be  provided  the  opportunity  to  work. 

I  think  that  we  have  reached  that  point  now  that  the  Government 
should  provide  everyone  an  opportunity  to  work  if  he  wants  to  work. 
But  if  he  doesn't  want  to  work  I  don't  think  that  we  ought  to  try  to 
provide  any  guaranteed  level  of  income  for  a  person  who  prefers  to  do 
nothing. 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

In  that  regard  we  would  certainly  concur  with  the  objectives  that 
you  stated  in  your  opening  statement  this  morning  as  to  what  you 
would  like  to  achieve;  and  we  will  be  pleased  to  cooperate  in  any 
way  we  can  in  achieving  them.  We  simply  have  not  been  able  to  con- 
vince ourselves  that  true  welfare  reform  means  adding  a  lot  more 
people  to  the  welfare  rolls.  We  think  that  true  welfare  reform  means 
putting  them  to  work  and  getting  them  off  the  welfare  rolls. 

The  Chairman.  Exactly.  Thank  you. 

Senator  Bennett.  Mr.  Chairman,  may  I  have  a  question? 

You  have  raised  a  question  that  I  think  is  here  for  the  first  time,  and 
that  is  the  possible  effect  of  increases  in  the  welfare  system  on  the  pri- 
vate employer-supported  or  employer-employee -shared  insurance. 

Do  you  have  any  figures  showing  the  comparative  cost  of  the  social 
security  system  and  the  comparative  benefits  that  that  cost  produces 
alongside  of  the  amount  of  money  that  is  being  spent  for  private  in- 
surance systems  and  the  benefits  that  those  produce  to  the  employer  ? 
Which  is  the  larger  ? 

I  realize  you  may  not  be  able  to  answer  the  question  here,  but  I  would 
appreciate  it  if  you  could  get  those  figures. 

Mr.  Brown.  We  will  be  pleased  to  get  that  for  the  record,  Senator. 

Mr.  Henkel.  I  think  the  first  witness  would  be  in  a  better  position  to 
supply  that  information,  from  the  life  insurance  companies  and  the 
banks  and  trust  companies  that  administer  industrial  retirement  plans. 

Mr.  Brown.  We  will  be  pleased  to  contact  them  though  and  get 
what  figures  are  available, 

Senator  Bennett.  It  is  your  testimony,  and  it  would  be  good.  I 
think  you  should  support  it  if  you  can. 

Mr.  Brown.  Certainly. 

Mr.  Henkel.  I  see  what  you  mean. 

Senator  Bennett.  Thank  you,  Mr.  Chairman. 

(The  witness  subsequently^ supplied  the  following  table:) 


758 

EMPLOYER  CONTRIBUTIONS  FOR  OASDI  AND  PRIVATE  PENSION-DEFERRAL  PROFIT  SHARING  PLANS 


[In  millions] 
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1950  

  $1,308 

$1,750 

1955 

2  825 

3  280 

1960 

5  650 

4  740 

1961   

   5.716 

4.870 

1962  

  6,242  „ 

5,190 

1963  

  7,496  .. 

5.510 

1964...   

  7.853  .. 

6. 170 

1965  

  8,391  . 

7.040 

1966  

  11.022 

7,730 

1967  

  11.853  „ 

8.510 

1968  

 .....          13,177  . 

9.380 

1969  

  15.717 

120. 16 

11.060 

63.2 

1970  

  16,335  .. 

O)  — 

1971  

  18,600 

142.2 

(3)  — 

1  Source:  U.S.  Departmentof  Commerce,  Bureau  of  Economic  Analysis, 
a  Source:  HEW, Social  Security  Bulletin,  April  1971,  p.  27. 
3  Not  available. 

Comparable  data  is  not  available  on  benefits  financed  by  employercontributions. 


The  Chairman.  Any  further  questions  ? 

Senator  Curtis.  Based  upon  past  experience,  has  it  been  the  States 
or  the  Federal  Government  that  has  sought  to  reduce  the  welfare  rolls, 
restrict  their  expansion,  and  eliminate  what  most  people  would  classify 
as  abuses  ? 

Mr.  Browx.  Senator,  I  can  speak  from  personal  experience  in  that 
regard  since  I  worked  at  the  State  level  for  16  years  before  coming  to 
Washington :  and  I  was  back  at  the  State  level  in  the  1950*s  when  we 
first  saw  this  problem  coming  on,  when  the  aid  to  dependent  children 
program  started  to  mushroom. 

In  the  State  of  Missouri,  we  made  very  serious  efforts  to  try  to 
contain  it.  We  had  numerous  legislative  proposals  introduced,  one  by 
the  present  Governor  of  Missouri  when  he  was  a  State  representative, 
and  another  by  a  present  Congressman,  and  inevitably  what  we  ran 
into  when  we  tried  to  push  legislation  to  restrict  eligibility  to  those  who 
were  truly  in  need,  we  were  advised  by  the  State  welfare  director  that 
he  had  received  word  from  Washington,  "You  enact  that  legislation 
or  we  will  cut  off  your  funds." 

We  were  stymied  every  time. 

Senator  Curtis.  As  a  matter  of  fact,  a  review  of  the  court  cases  or 
any  other  observation  shows  that  it  has  been  the  States  that  have  made 
an  effort  to  reduce,  and  curtail,  and  eliminate  abuses:  isn't  that  right  ? 

Mr.  Browx.  Right :  very  definitely. 

Senator  Curtis.  Can  you  point  to  any  such  effort  on  the  part  of 
the  Federal  Government  ? 

Mr.  Browx-.  I  would  have  to  do  some  considerable  research,  I  think, 
to  find  any  such  effort. 

Senator  Curtis.  That  leads  to  my  next  question. 

If  we  move  either  abruptly  or  gradually  to  a  total  federally  ad- 
ministered and  financed  welfare  program,  we  eliminate  all  the  restraint 
that  has  come  from  the  States  in  the  past ;  isn't  that  right  ? 

Mr.  Browx.  Very  definitely. 

Mr.  Hex"kel.  That  is  our  position. 
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Senator  Curtis.  Now,  isn't  that  true  partially  when  we  adopt  a  hold- 
harmless  clause  and  advise  the  States  that  if  these  future  costs  get  out 
of  hand  it  will  be  no  financial  concern  of  theirs;  isn't  that  right? 

Mr.  Brown.  I  think  it  can  definitely  work  that  way. 

Senator  Curtis.  Yes.  I  think  the  country  must  realize  that  the  so- 
called  welfare  reform  of  H.R.  1  is  in  a  practical  way  abandoning  all 
restraints  we  have  had  in  the  past  and  turning  it  over  to  agencies  that 
haven't  by  the  record  shown  any  great  diligence  at  all  in  curtailing, 
and  restricting,  and  eliminating  abuses. 

Now,  I  am  sympathetic  to  Governors  and  others  in  State  legis- 
latures who  are  just  scrambling  for  money  everywhere  they  can  turn ; 
but  I  think  the  burdens  of  this  committee  and  the  burdens  of  the 
Congress  become  much  greater  by  reason  of  the  fact  that  in  their 
desperation  to  solve  their  own  budget  problems  some  State  officials 
are  willing  to  buy  anything  that  takes  an  obligation  off  them  and, 
puts  it  on  the  Federal  Government. 

Mr.  Brown.  We  would  certainly  concur,  Senator. 

Senator  Curtis.  But  the  same  people  pay  the  Federal  taxes  as  pay 
the  State  taxes;  is  that  right? 

Mr.  Brown.  That's  right. 

Senator  Curtis.  That  is  all. 

Mr.  Brown.  Definitely.  The  facts  in  our  prepared  statement  are 
along  the  lines  of  the  statement  you  made  in  regard  to  the  actions  of 
the  Federal  Government — we  make  a  statement  something  to  the  effect 
that  what  is  proposed  here  in  H.R.  1  in  effect,  in  our  opinion,  is  asking 
the  "fox  to  guard  the  henhouse,"  that  instead  of  moving  in  a  logical 
direction  in  terms  of  what  the  record  shows,  they  are  moving  just 
the  opposite. 

Senator  Curtis.  My  first  concern  is  to  stop  the  enactment  of  some 
of  these  very  destructive  features  that  can  only  lead  to  near  disaster. 
My  own  solution  to  it,  my  second  one,  is  that  we  ought  to  enlarge 
the  roles  of  the  States.  We  ought  to  turn  the  administration  back  to 
them. 

Mr.  Henkel.  That  has  been  the  historic  position  of  the  Council 
of  State  Chambers  of  Commerce  and  State  chambers  generally.  They 
would  like  to  see  the  States  retain  a  greater  measure  of  responsibility. 

Senator  Curtis.  I  had  a  measure  pending  on  that  and  I  didn't  know 
whether  you  had  any  comment  on  that  or  not.  That  is  all,  Mr. 
Chairman. 

The  Chairman.  Any  further  questions,  gentlemen  ? 
Well,  thank  you  very  much. 

Mr.  Henkel.  Thank  you,  Mr.  Chairman  and  members. 

The  Chairman.  Thank  you,  Mr.  Henkel  and  your  associate.  I  cer- 
tainly appreciate  the  advice  you  have  given  us  here  today. 

(The  preceding  witness'  prepared  statement  follows.  Hearing  con- 
tinues on  page  770.) 

Statement  of  Paul  P.  Henkel,  on  Behalf  of  Member  State  Chambers  of 
the  Council  of  State  Chambers  of  Commerce 

summary 

1.  Support  welfare  reform,  out  not  a  form  of  guaranteed  income  that  will  ex- 
tend welfare  coverage  to  the  ivorking  poor.  This  includes  support  for  day  care 
facilities  for  w-elfare  recipients  participating  in  work  and  training  programs. 
It  is  suggested  that  the  Committee  consider  elements  of  several  bills,  the  Ull- 
man  Bill  (H.R.  6004),  the  Curtis  Bill  (S.  2037),  and  the  Long  Bill  (S.  3019)  in 
arriving  at  its  welfare  reform  proposals. 
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2.  Support  the  periodic  Congressional  review  and  improvements  in  Social 
Security  oenefits,  the  retirement  test,  and  financing,  but  oppose  most  stren- 
uously automatic  escalation  as  provided  in  H.R.  1. 

Statement 

Mr.  Chairman  and  members  of  the  Senate  Finance  Committee :  My  name  is 
Paul  Henkel  and  I  am  Manager  of  Payroll  Taxes  for  Union  Carbide  Corpora- 
tion. I  am  Chairman  of  the  Social  Security  Committee  of  the  Council  of  State 
Chambers  of  Commerce  and  I  am  appearing  on  behalf  of  the  member  State 
Chambers  of  Commerce  of  the  Council  which  are  listed  at  the  end  of  this  state- 
ment as  having  endorsed  our  statement.  Accompanying  me  is  Mr.  William  R. 
Brown,  Associate  Research  Director  of  the  Council. 

Briefly  with  respect  to  public  welfare,  we  support  "welfare  reform,"  but  not 
"guaranteed  income."  We  view  the  Family  Assistance  program  contained  in 
H.R.  1  as  a  form  of  guaranteed  income.  We  support  provision  for  day  care 
facilities  for  welfare  recipients  participating  in  work  and  training  programs. 
We  oppose  extending  welfare  coverage  to  the  "working  poor"  who  are  not  now 
entitled  to  welfare,  which  is  a  basic  element  of  the  Family  Assistance  pro- 
posal. We  recognize  that  Congress  enacted  very  significant  welfare  reforms 
last  year  in  H.R.  10604  that  tightened  up  work  and  training  requirements  for 
welfare  recipients,  but  more  might  be  done  in  this  direction. 

With  respect  to  Social  Security,  we  support  the  periodic  Congressional  review 
and  improvements  in  Social  Security  benefits,  the  retirement  test,  and  financing, 
but  we  oppose  most  strenuously  automatic  escalation  as  provided  in  H.R.  1. 

When  we  appeared  before  this  Committee  in  1970  on  H.R.  16311  we  said  that : 
"The  State  Chambers  of  Commerce  and,  we  believe,  the  general  public  support 
constructive  welfare  reform.  Constructive  reform  is  long  overdue.  Most  Ameri- 
cans agree  on  this  point." 

This  is  certainly  still  true  today.  But,  making  almost  10  million  more  recipi- 
ents eligible  for  government  income  maintenance,  as  H.R.  1  would  do,  is  not  the 
kind  of  "welfare  reform"  which  the  public  is  demanding.  We  understand  that 
many  of  the  additional  10  million  recipients  woul  be  "working  poor"  and  a  "theo- 
retical" argument  for  including  the  "working  poor"  can  be  made  on  the  basis  of 
"equity."  We  urge  the  Committee  to  take  cognizance  of  the  substantial  taxpayer 
resentment  against  the  idea  of  further  supporting  low  income  families. 

THE  OBJECTIVE  OF  WELFARE  REFORM  SHOULD  BE  TO  REDUCE  WELFARE  ROLLS 

It  is  recognized  that  in  some  respects  the  welfare  provisions  of  H.R.  1  are  an 
improvement  over  the  Family  Assistance  Plan  as  passed  by  the  House  in  1970. 
We  believe  that  much  credit  for  this  should  go  to  this  Committee  because  of  the 
exhaustive  critical  examination  it  gave  to  the  1970  House  Bill.  Although  some 
defects  have  been  corrected,  the  most  basic  weakness  of  all  remains — that  is,  mak- 
ing up  to  10  million  additional  persons  eligible  for  government  income  mainte- 
nance payments. 

The  primary  objective  of  "welfare  reform"  should  be  to  get  people  off  welfare. 
The  supporters  of  H.R.  1  are  hopeful  that  the  bill  will  eventually  reduce  the  wel- 
fare rolls.  Although  this  is  their  goal — and  ours,  we  feel  that  this  hope  is  unreal- 
istic. We  are  convinced  that  there  are  much  better  ways  to  reduce  the  welfare 
rolls  than  by  making  10  million  additional  persons  eligible. 

SUPPORT  FOR  WELFARE  REFORM 

We  support  moves  to  improve  the  financial  position  of  the  unemployed  poor  by 
bringing  their  income  up  to  poverty  levels,  but  we  object  to  the  supplementation 
of  the  income  for  the  working  poor  above  the  poverty  level.  In  this  regard,  when 
the  Ways  and  Means  Committee  held  hearings  on  Universal  Health  Care  prob- 
lems late  last  year,  we  supported  the  Government  financed  medical  benefits  for 
the  poor  but  not  the  working  poor.  We  urge  the  Committee  to  assess  the  future 
impact  indicated  by  the  July  1971  Telia  Report  included  as  Appendix  E.  pages 
493-531  in  the  Report  of  Hearings  on  H.R.  1  of  this  Committee.  That  report  indi- 
cates that  the  income  maintenance  plan  such  as  is  proposed  in  H.R.  1,  could  in 
itself  discourage  people  on  relief  from  working.  There  should  be  cause  for 
concern. 

We  disagree  with  the  proposition  that  H.R.  1  would  discourage  fathers  from 
deserting  their  families  in  order  to  qualify  them  for  welfare.  The  hearings  of 
this  Committee  on  H.R.  1  indicated  that  the  discouragement  would  not  be  sub- 
stantial. S.  3019  is  a  far  better  approach  in  this  respect. 
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In  addition  to  the  welfare  reforms  recommended  by  this  Committee  in  1970, 
we  suggest  consideration  of  several  proposals  which  were  introduced  last  year: 
(1)  H.R.  6004,  introduced  by  Representative  Al  Ullman,  (2)  S.  2037,  introduced 
by  a  distinguished  member  of  this  Committee,  Senator  Carl  Curtis,  and  (3) 
S.  3019  on  child  support  introduced  by  the  Chairman  of  this  Committee,  Senator 
Long.  It  is  suggested  that  a  combination  of  the  reforms  approved  by  this  Com- 
mittee last  year,  a  version  of  the  work  and  training  provisions  of  H.R.  1,  ele- 
ments of  the  Ullman  Bill,  the  special  revenue  sharing  proposed  in  the  Curtis  Bill, 
and  the  child  support  provisions  of  the  Long  Bill  would  provide  real  welfare 
reform  of  the  type  being  demanded  by  the  public.  The  remaining  portions  of  this 
statement  suggest  how  this  can  be  done  and  why  it  would  be  far  superior  to  the 
welfare  provisions  of  H.R.  1 : 

1.  Sharp  distinction  between  "employables"  and  "unemployables." — The  Ullman 
Bill  makes  a  much  sharper  distinction  than  does  H.R.  1  between  persons  in  need 
who  are  "employable"  and  those  who  are  "unemployable."  Under  both  the  Ullman 
Bill  and  H.R.  1  the  "employables"  would  become  primarily  a  Federal  responsi- 
bility to  provide  training,  training  allowances,  child  care  facilities,  job  place- 
ment facilities  and  public  service  employment.  Under  the  Ullman  Bill  only  the 
"unemployables"  would  be  eligible  for  "welfare"  which  would  continue  to  be  a 
State  and  local  responsibility,  but  a  three-year  transitional  "special"  revenue 
sharing  program  would  provide  Federal  funds  to  help  States  and  cities  over  their 
immediate  "welfare  fiscal  crisis."  This  contrasts  with  H.R.  1  which  would  give 
complete  control  and  responsibility  to  the  Federal  government  for  "unemploy- 
ables" although  many  States  would  be  expected  to  turn  over  funds  to  the  Federal 
government  to  supplement  the  basic  Federal  benefits.  Also,  H.R.  1  blurs  the  dis- 
tinction between  those  who  are  found  to  be  employable  and  those  considered  to 
be  unemployable  by  providing  the  same  basic  Federal  benefits  for  both  categories. 
The  "working  poor"  would  be  entitled  to  the  same  Federal  benefits  under  H.R.  1 
as  would  welfare  recipients,  whereas  the  Ullman  Bill  does  not  include  the  "work- 
ing poor"  in  the  same  benefit  structure  with  welfare  recipients.  The  Ullman  Bill 
would,  however,  provide  a  work  expense  allowance  and  free  child  care  for  the 
"working  poor,"  so  that  they  would  not  be  penalized  for  working. 

The  Ways  and  Means  Committee  report  on  H.R.  1  (p.  192)  unintentionally 
indicates  why  the  public  is  likely  to  regard  the  new  Federal  family  programs  as 
one  big  welfare  program  when  it  says  : 

"Your  committee  expects  that  contractual  arrangements,  authorized  by  the  bill, 
between  the  Department  of  Labor  and  Health,  Education,  and  Welfare  would 
provide  integrated  administration  of  these  two  programs  nationally.  Field  in- 
stallations would  perform  the  income  maintenance  functions  with  respect  to  all 
families  in  the  Opportunities  for  Families  program  and  in  the  Family  Assistance 
Plan." 

2.  Distinction  betiveen  "insurance"  and  "welfare"  programs. — When  we  testi- 
fied before  this  Committee  in  1970,  we  indicated  our  belief  that  Social  Security 
Administration  involvement  with  welfare  programs  would  lead  to  a  weakening  of 
public  confidence  in  the  "insurance-type"  programs  now  administered  by  this 
agency.  It  was  our  contention  that  a  sharp  distinction  should  be  maintained  be- 
tween welfare  programs  based  on  the  concept  of  need  and  employer-employee 
financed  "insurance"  programs  where  benefits  are  available  as  a  matter  of  earned 
right.  We  believe  that  if  both  programs  are  administered  to  any  degree  by  this 
one  agency,  it  would  be  difficult  to  maintain  a  sound  and  proper  separation. 

The  Ways  and  Means  Committee  recognized  the  validity  of  this  concern  on 
page  198  of  its  report  on  H.R.  1  where  it  says  : 

".  .  .  While  the  administration  of  the  assistance  programs  for  families  would 
be  completely  separate  and  distinct  from  the  social  insurance  programs,  the  com- 
mittee would  expect  that  the  computer  equipment  and  other  capabilities  of  the 
Social  Security  Administration  would  be  utilized  in  the  administration  of  the 
family  programs  to  the  extent  it  is  economical  and  efficient  to  do  so  .  .  . 

"It  is  the  intent  of  your  committee  that  a  new  agency  be  established  in  the 
Department  of  Health,  Education,  and  Welfare  to  administer  the  Family  Assist- 
ance Plan  and  to  handle  assistance  payments  for  the  Opportunities  for  Families 
program.  .  .  ." 

Then  when  the  Ways  and  Means  Committee  decided  to  "federalize"  the  adult 
programs  of  assistance  to  the  needy  aged,  the  blind  and  the  disabled,  it  provided 
for  administration  of  the  new  adult  program  by  the  Social  Security  Adminis- 
tration thus  completely  scrambling  the  "social  insurance"  and.  the  "welfare" 
eggs.  On  p.  158  of  its  report  the  Ways  and  Means  Committee  says  : 

"Your  committee  recognizes  the  practical  problems  involved  in  determining 
how  the  actual  disbursements  for  administrative  expenses  should  be  made  when 
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the  same  offices  will  be  providing  services  for  both  the*  OASDI  and  the  new  adult 
assistance  program." 

What  the  Ways  and  Means  Committee  failed  to  recognize  is  much  more  im- 
portant than  any  ^practical"  problem — that  is  by  combining  the  administration 
of  a  welfare  program  based  on  "need"  with  social  insurance  that  is  wage-related 
and  available  as  an  earned  right,  it  may  well  be  undermining  the  public  confidence 
in  the  social  insurance  program.  We  believe  the  Congress  should  be  very  hesitant 
to  take  any  action  that  might  contribute  to  the  loss  of  public  confidence  in  the 
social  insurance  system. 

It  is  not  necessary  to  federalize  the  adult  programs  to  achieve  the  objective 
of  providing  fiscal  relief  to  the  States.  This  could  be  done  through  special  revenue 
sharing  for  the  adult  programs  with  continued  administration  by  the  States. 
The  States  do  not  have  any  serious  problems  in  continuing  to  administer  the 
adult  programs.  Their  problems  are  almost  completely  with  the  Aid  to  Families 
with  Dependent  Children,  AFDC  programs. 

3.  Monolithic  Federal  Administration  would  be  an  unworkable  administrative 
monstrosity.  It  is  unbelievable  to  those  working  at  the  State  level  that  the  Federal 
government  can  completely  take  over  the  administration  of  the  family  and  adult 
welfare  programs  and  bring  order  out  of  the  current  chaos.  The  State  Chambers 
have  had  firsthand  experience  that  much  of  the  current  welfare  crisis  has  resulted 
from  the  Federal  government  blocking  the  States  from  taking  corrective  action 
when  they  saw  the  AFDC  problem  mushrooming.  It  appears  to  us  that  the  fox 
is  now  being  invited  to  guard  the  chickens ! 

Among  determinations  to  be  made  by  HEW  or  the  Labor  Department  under 
provisions  in  this  bill  for  the  family  programs  are  the  number  of  children,  family 
relationship,  school  attendance  and  age,  amount  of  income  and  the  particular 
income  that  is  excluded  or  included,  excluded  or  included  resources,  amount  of 
payments,  underpayments,  and  overpayments,  registration  for  training,  avail- 
ability of  jobs  and  demonstrated  capacity  for  particular  jobs  and/or  training 
allowances.  We  believe  initial  determination  on  these  diverse  conditions  would 
be  difficult.  Most,  too,  would  be  subject  to  frequent  change. 

We  agree  with  Representative  Ullman  when  he  told  the  House  on  June  22 
(Cong.  Record,  6-22-71,  page  H5715)  during  the  debate  on  H.R.  1,  that : 

"I  just  want  to  make  one  other  point  in  regard  to  the  supplement  income  or 
guaranteed  income  formula  that  you  have  in  this  bill.  In  my  judgment,  it  is 
unsound;  it  is  unworkable.  The  Federal  government  under  this  title  is  going 
to  send  out  some  4  million  checks  every  month  to  4  million  individual  family 
recipients. 

"They  are  going  to  try  to  stay  on  top  of  these  checks  with  three  variables  in- 
cluded. One  is  the  variable  of  assets  which  could  easily  disqualify  a  family. 
Second,  is  the  variable  of  family  size.  And  third,  is  the  variable  of  fluctuating 
income.  In  my  judgment,  it  is  totally  impossible  for  the  Government  to  stay  on 
top  of  this  problem,  and  to  mail  out  checks  on  this  complicated  formula." 

4.  A  strengthened  Federal-State  partnership  is  needed  for  real  welfare  reform. — 
There  are  many  who  believe  that  under  the  present  Federal- State  welfare  system, 
the  States  are  very  much  a  junior  partner.  In  any  case,  the  welfare  provisions  of 
H.R.  1  would  relegate  the  States  to  a  still  more  junior  position.  In  fact,  about 
the  only  real  option  left  the  States  in  a  Federally  administered  and  controlled 
welfare  program  would  be  to  turn  over  some  of  their  tax  money  to  the  Federal 
government  to  permit  the  Federal  government  to  add  a  supplement  to  the  basic 
Federal  benefit  so  that  welfare  recipients  would  not  receive  less  than  they  have 
been  getting.  A  Committee  amendment  to  H.R.  1  added  on  the  floor  of  the  House 
puts  the  onus  on  the  State  by  providing  automatic  supplementation  up  to  the 
level  of  June  1971,  plus  the  value  of  food  stamps,  unless  the  State  takes  specific 
action  to  set  a  different  level  of  supplementation  or  no  supplementation.  This 
amendment  apparently  was  added  to  reassure  those  who  feared  that  some  States 
might  be  tempted  to  secure  some  relief  for  their  taxpayers  by  not  supplementing 
a  Federal  program  over  which  they  would  have  no  real  control  or  responsibility. 

What  is  needed  is  a  new  and  strengthened  Federal-State  partnership.  The  needy 
persons  who  are  unemployable  should  be  taken  care  of  through  a  Federal-State 
welfare  program  with  the  States  being  given  more  leeway  to  correct  abuses  and 
being  given  fiscal  relief  through  special  revenue  sharing. 

SOCIAL   SECURITY  ISSUES 

The  further  proposed  increase  in  the  taxable  wage  base  in  1972  to  $10,200  will 
cause  a  30%  increase  in  one  year's  time.  We  submit  this  is  too  drastic,  too  extreme, 
and  unwarranted.  It  will  generate  $11.4  billion  in  excess  social  security  tax  collec- 
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tions  over  the  next  four  years  exclusive  of  the  Hospital  Insurance  Tax.1  We 
understand  that  the  Social  Security  Administration,  Office  of  the  Actuary  has 
estimated  that  by  the  end  of  1977  the  combined  excess  Social  Security  and  Medi- 
care Taxes  attributed  to  H.R.  1  would  be  $57  billion  !  This  excess  will  be  used,  not 
to  reduce  general  tax  revenues,  but  to  stimulate  greater  Federal  Government 
spending  during  that  period. 

The  public  has  too  little  knowledge  of  the  complexities  of  allocating  the  social 
security  taxes  among  the  old  age,  disability,  and  hospital  insurance  trust  funds. 
Too  few  people  know  that  half  of  the  proposed  increase  in  taxes  will  be  allocated 
to  the  hospital  insurance  trust  fund  to  reduce  the  insolvency  of  the  current  Medi- 
care program.  To  illustrate,  we  have  attached  a  table  showing  the  past,  present, 
future  and  proposed  allocations  of  taxes  (see  Table  I).  The  maximum  1972 
employer-employee  tax  is  allocated : 


Total  tax 

OASI 

D.I. 

H.I. 

Past  law   

   $811.20 

$631.80 

$85. 80 

$93. 60 

Present  law  (Public  Law  92-5)...  

  936. 00 

729. 00 

99. 00 

108. 00 

Proposed  law  (H.R.  1)  

  1,101.60 

765.00 

91.80 

244. 80 

H.R.  1  over  present  law    

  +165.60 

+36.00 

-7. 20 

+136. 80 

We  wonder  how  receptive  employees  would  be  to  a  national  health  insurance 
program  financed  by  more  payroll  taxes  if  they  were  aware  of  what  already  is 
being  allocated  to  hospital  insurance  for  Medicare  beneficiaries. 

Our  further  objection  to  the  proposed  increase  in  the  taxable  wage  base  in 
1972  is  that  the  obvious  result  will  be  an  inequitably  increased  tax  burden  on 
higher  paid  employees.  In  comparing  1971  and  1972  proposed  annual  wages 
(up  to  $18  more),  whereas  those  earning  $10,200  will  pay  $142.20  more. 

In  a  period  in  which  the  Country  is  experiencing  price-wage  controls,  it  is  in- 
conceivable that  the  Congress  should  take  arbitrary  action  to  reduce  further, 
through  taxation,  the  disposable  income  of  its  taxpayers.  The  argument  will  be 
made  that  these  taxes  will,  in  effect,  be  transfer  payments  and  will  be  distrib- 
uted among  social  security  beneficiaries.  That  argument  fails  in  light  of  the  fact 
that  there  will  be  $11.4  billion  excess  tax  collections  over  the  next  four  years. 

These  higher  taxes  will  not  result  in  a  proportionately  higher  potential  benefit 
for  the  high-paid  employee.  The  proposed  C.P.I,  escalation  formula  for  increas- 
ing benefits  (discussed  below)  limits  the  increase  to  20%  of  the  increased  wage 
base. 

Automatic  Escalation  in  Benefits 

We  reiterate  our  objections  to  this  proposal.  It  is  significant  that  the  Senate 
Finance  Committee  staff  has  found  that  social  security  beneficiaries  have  fared 
much  better  in  actual  past  practice  than  if  the  automatic  escalation  formula 
had  been  in  effect  since  1940.  Congress  increased  social  security  benefits  by 
251.5%,  while  the  cost  of  living  increased  only  171.8%. 2 

We  object  to  the  absence  of  a  provision  for  the  downward  fluctuation  in  benefits 
if  the  C.P.I,  decreases.  Also,  the  C.P.I,  index  is  changed  every  ten  years  and  the 
proposal  is  indefinite  as  to  which  C.P.I,  will  control  when  a  new  C.P.I,  is  being 
developed. 

Automatic  Escalation  in  Taxable  Wages 

Our  most  strenuous  objection  exists  in  regard  to  this  proposal.  It  is,  as  H.E.W. 
Secretary  Richardson  states,  a  device  to  generate  future  tax  increases  by  rais- 
ing the  taxable  wage  base  only.  It  will  obviate  the  necessity  of  raising  future  tax 
rates.  The  proposal  quite  naturally  will  fasten  the  bulk  of  future  increased  taxes 
on  the  middle  and  higher  income  workers  and  high-wage  industries.  We  think 
the  concept  of  "ability  to  pay"  is  already  overworked  and  is  being  strained 
further. 

In  1970  this  Committee's  staff  prepared  an  excellent  summary  of  the  arguments 
for  and  against  the  automatic  escalation  in  the  taxable  wage  base.3  The  sum- 
mary stated  that  if  the  proposal  had  been  in  effect  since  1940  the  wage  base 
would  have  been  $14,400  instead  of  $7800  in  1970.  Many  would  argue  that  this 
would  have  been  good — that  higher  social  security  benefits  could  have  been  paid 
over  the  past  years.  But  no  one  could  prove  that  this  would  have  been  acceptable 
to  the  taxpayers ! 

1  Pages  132-133,  House  Report  92-231,  May  26,  1971. 

2  Page  2,  Part  2,  Staff  Data  9/29/70. 

3  Staff  Data  on  H.R.  17550 — 9/27/70. 
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The  staff  summary  made  the  further  cogent  point  that  there  has  been  no 
analysis  of  the  effect  of  the  proposed  automatic  increases  on  the  future  cost  of 
labor  or  on  the  future  consolidated  Federal  budgets. 

Furthermore,  this  Committee's  staff  stated,  and  we  wholeheartedly  concur, 
that  the  automatic  provisions  make  assumptions  of  future  events  that  are  diffi- 
cult to  evaluate  for  legislative  planning,  and  that  there  would  be  no  way  of 
anticipating  whether  the  trust  funds  would  be  in  actuarial  balance. 

The  Social  Security  Tax-Benefit  Relationship 

We  have  made  some  calculations  of  accumulated  maximum  taxes  that  would 
be  payable  over  a  34-year  career — from  age  21  through  age  64.  We  accumulated 
the  employee  tax  alone,  the  combined  employee-employer  taxes,  the  portion  of 
the  combined  taxes  for  old  age  insurance  and  for  disability  insurance.  We  have 
compared  the  accumulated  tax  data  to  the  expected  lifetime  benefit  at  age  65  for 
each  person  attaining  age  21  through  age  64  in  1971.  We  made  these  comparisons 
on  the  basis  of  the  pre-existing  law,  the  law  as  amended  in  March  of  1971  (P.L. 
92-5),  and  also  as  the  law  would  be  amended  by  H.R.  1.  In  the  latter  instance, 
we  used  only  the  proposed  benefit  schedule  and  the  proposed  $10,200  taxable  wage 
limitations. 

We  did  not  attempt  to  gauge  the  effect  of  the  automatic  escalator  provisions. 
We  feel  that  our  methodology  was  fair  and  conservative. 

The  results  have  been  summarized  in  three  tables  that  are  attached  (Tables 

II,  III,  IV).  Table  II  displays  the  maximum  accumulated  old  age  and  survivor 
taxes  over  a  given  career  and  the  respective  maximum  monthly  benefit  obtain- 
able. Table  III  displays  the  maximum  accumulated  taxes  for  disability  insurance 
and  for  hospital  insurance.  (We  suspect  that  few  employees  have  considered 
what  they  already  are  committed  to  pay  for  the  Medicare  program).  Table  IV 
displays  a  comparison  of  accumulated  taxes  in  Table  II  with  expected  lifetime 
benefits  obtainable. 

A.   DISABILITY  AND    HOSPITAL  INSURANCE 

We  would  point  out  some  rather  startling  but  little  known  results  on  Table 

III.  With  respect  to  disability  insurance,  the  younger  an  employee  is,  the  greater 
will  be  his  tax  cost  and  his  tax  cost  increase  attributable  to  P.L.  92-5  and  H.R.  1. 
The  magnitude  of  these  increases  is  significant.  Similar  but  more  extreme  re- 
sults (with  respect  to  hospital  insurance)  are  evident  in  Table  III.  A  succinct 
summary  of  the  increase  in  the  tax  costs  to  be  sustained  by  today's  6-year-olds 
in  relation  to  today's  64  year  olds  can  best  be  highlighted  in  the  following 
manner : 

Increase  in  tax  costs  to  be  sustained  by  today's  6-year-olds : 


[In  percent] 


For- 

Pre- 
existing law 

Present  law 

H.R.  1 

Disability  insurance  

Hospital  insurance..  

   477 

     1,140 

585 
1,330 

781 
1,913 

B.  OLD  AGE  SURVIVORS  INSURANCE 

Table  IV  shows  the  magnitude  of  the  increased  OASI  taxes  that  will  be  paid 
by  and  for  today's  youngsters.  The  March  1971  enactment  increased  the  maxi- 
mum tax  accumulation  by  $5700;  and  increased  maximum  potential  benefits  by 
$7700.  H.R.  1  would  increase  the  tax  accumulation  further  by  $12,400  and 
would  increase  the  potential  benefits  further  by  only  $6800.  H.R.  1  will  cause 
an  increase  in  maximum  taxes  greater  than  the  increase  in  maximum  benefits 
for  today's  "under  age  35"  individuals.  Here  we  begin  to  see  the  decreasing 
attractiveness  of  social  security  for  the  young  who  will  be  the  future's  higher 
paid  employees.  This  is  further  demonstrated  on  the  lower  part  of  Table  IV 
in  the  tax-benefit  ratio  comparisons  on  the  basis  of  age  and  under  the  pre-existing 
law,  the  present  law  and  H.R.  1. 

This  data  is  the  foundation  of  our  concern  that  H.R.  1  social  security  financ- 
ing and  benefit  structure  would  have  an  adverse  economic  effect  on  the  ma- 
jority of  future  employees.  Apart  from  the  even  more  deleterious  effects  of 
the  automatic  escalators  for  benefits  and  taxable  wages,  it  represents  a  further 
distortion  of  the  financing  and  the  benefits  formula,  a  distortion  that  favors 
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the  low  income  bracket  person  with  higher  benefits  and  little  tax  cost  and  dis- 
advantages the  middle  and  high  income  bracket  persons  with  the  reverse.  It 
most  certainly  weakens  the  historic  "wage-related"  concept  that  has  guided 
the  progress  and  contributed  to  the  popularity  of  the  social  security  program. 

As  we  indicated  above,-  the  material  and  data  developed  does  not  take  into 
consideration  the  more  drastic  effects  of  automatic  escalation  in  benefits  and 
taxable  wages.  No  reliable  data  or  estimates  have  been  offered  by  H.E.W.  or 
S.S.A.  as  to  these  effects.  There  is  one  possible  effect  that  apparently  has  not 
been  envisioned.  Benefits  could  rise  more  than  3%  per  year  under  the  C.P.I, 
formula ;  however,  the  proposed  limit  of  an  increase  in  the  maximum  monthly 
benefit  (PIA)  to  20%  of  the  excess  over  $10,200  or  $850  per  month  could  make  the 
"3%  increase"  provision  inoperative  with  respect  to  the  maximum  benefit. 
To  illustrate:  assume  in  1995  the  taxable  wage  limt  is  $24,000  ($2,000  a  month). 
By  then,  the  maximum  monthly  PIA  could  be  no  more  than  $561.20  ($331,204- 
20%  of  ($2000— $850) ).  If  the  C.P.I,  were  to  rise  4%  per  year  over  the  24  year 
span  (1972-1995)  or  76%,  the  maximum  monthly  PIA  would  be  $583,  but  for 
the  proposed  limit.  It  would  seem  that  some  future  Congress  may  inherit  and 
have  to  come  to  grips  with  this  problem. 

Effect  of  OASDHI  Tax  Increase  on  Disposable  Income 

The  following  data  indicates  the  extent  to  which  the  present  and  proposed 
OASDHI  tax  increases  could  affect  the  disposable  income  of  the  middle  income 
and  higher  paid  employee. 

The  "maximum  annual  employee  tax  deduction  under  pre-existing  law  would 
have  been  $460.20  in  1987;  under  the  present  law  will  be  $544.50  in  1987,  and- 
under  H.R.  1  will  be  $754.80  in  1977  (if  the  taxable  wage  base  is  still  $10,200). 
The  annual  deduction  could  be  $1,628.00  if  the  base  rises  to  $22,000  at  or  about 
1995. 

What  would  be  the  aggregate  of  these  tax  increases  over  a  43-year  career 
span  (from  age  22  through  age  64)?  Further,  what  would  be  the  result  if  the 
employee  were  able  to  accumulate  the  amount  of  these  tax  increases  in  a  sav- 
ings account  at  4.5%  compound  interest  during  the  same  span  of  years? 


Years  involved 

Annual 
tax  increase 

Accumulated 
taxes 

Compounded 
at  4.5  percent 

1971  law  over  prior  law.   

$10,200  base  over  1971  law  

$22,000  base  over  $10,200  base  

  1987-2030 

  1987-2030 

  1995-2038 

$84. 30 
210.30 
873.20 

$3, 624. 90 
9, 042. 90 
37,547.60 

$10, 560. 80 
26,  345. 63 
109,391.00 

Undoubtedly,  if  the  enormity  of  these  proposed  future  taxes  were  made  known 
to  and  were  understood  by  the  young  people,  they  might  have  second  thoughts 
about  the  efficacy  of  the  social  security  program.  Some  will  argue  that  these  tax 
increases  will  not  be  significant  in  relation  to  expected  higher  earnings  levels 
in  the  future.  But  can  the  Congress  be  assured  that  the  young  share  this  view? 
Now  that  the  18  year  olds  can  vote,  their  reactions  to  these  possibilities  ought  to 
be  assessed.  The  result  should  prove  interesting. 

Another  way  of  looking  at  the  alternatives  to  the  foregoing  tax  increases  is 
to  double  the  accumulations  so  that  they  represent  the  combined  employee- 
employer  OASDHI  taxes.  The  results  represent  amounts  that  might  be  used 
otherwise  to  provide  greater  fringe  benefits,  better  industrial  pensions,  higher 
wages  or  more  disposable  income  for  the  employee  during  his  working  career ! 

Effect  of  OASDHI  Taxes  on  Employers 

On  previous  occasions,  we  have  pleaded  with  both  the  Ways  and  Means  Com- 
mittee and  this  Committee  to  be  more  mindful  of  the  effect  of  OASDHI  taxes  as 
a  cost  of  doing  business.  We  have  pointed  out  that  these  taxes  have  risen  faster 
than  any  other  fringe  benefit  including  industrial  pension  costs.  We  have  pointed 
out  that  these  tax  costs  can  either  be  borne  by  the  public  as  increased  prices,  or 
be  reflected  in  lower  business  earnings  and  lower  Federal  Income  Tax  collec- 
tions from  business.  The  proposed  tax  increases  will  be  detrimental  to  plant  ex- 
pansion, more  job  opportunities  and  increased  productivity  on  a  national  scale. 
In  effect,  they  will  have  a  counteracting  and  deterring  effect  to  other  moves 
being  taken  to  revitalize  our  economy. 

We  have  also  made  the  point  that  it  is  likely  that  employers  will  not  be  able 
to  continue  to  improve  their  private  industrial  retirement  programs  and  to  pay 
increased  social  security  taxes  at  the  same  time.  There  are  companies  whose 
combined  employer-employee  social  security  tax  costs  already  are  greater  than 
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the  cost  of  their  private  noncontributory  pension  plans.  The  prospective  tax  in- 
creases will  merely  worsen  this  situation.  We  suggest  that  this  aspect — the  pos- 
sible stultification — might  be  an  avenue  of  investigation  by  the  Congress  more 
appropriate  than  the  current  investigations  which  seemingly  intended  to  shackle 
the  growth  of  these  plans.  We  suggest,  too,  that  the  Congress  consider  how  much 
additional  sales  an  employer  must  generate  in  order  to  stay  even  with  increases 
in  his  own  social  security  tax  and  to  maintain  his  employees  after  tax  income. 

The  Congressional  Joint  Economic  Committee  Recommendations 

The  recommendations  of  the  Joint  Economic  Committee,  in  its  1971  Midyear 
Review  of  the  Economy  dated  August  16,  1971  include  the  f  ollowing  comments : 

"Our  second  recommendation,  the  postponement  of  social  security  tax  increases, 
has  been  less  widely  discussed.  The  magnitude  of  scheduled  and  contemplated 
Social  security  tax  increases  may  not  he  generally  recognized.  An  increase  in 
the  social  security  tax  base  from  $7,800  to  $9,000  is  already  scheduled  for  January 
1972  as  a  result  of  action  taken  by  Congress  last  spring  postponing  this  tax 
increase  from  the  January  1971  starting  date  originally  recommended  by  the 
Administration.  This  Committee  supported  that  postponement.  January  1971  was 
not  an  appropriate  time  to  raise  taxes.  The  continued  sluggish  performance  of 
the  economy  makes  it  highly  probable  that  January  1972  will  he  an  equally 
inappropriate  time  to  raise  taxes.  Therefore  we  believe  that  this  increase  in  the 
tax  base  should  be  postponed  for  an  additional  year. 

"The  social  security  and  welfare  reform  legislation  presently  being  considered 
by  Congress  (H.R.  1)  contains,  as  presently  formulated,  a  further  increase  in 
the  social  security  tax  base  from  $9,000  to  $10,200  and  an  increase  in  the  social 
security  tax  rate  from  10.4  to  10.8  percent,  both  scheduled  to  take  effect  in  Jan- 
uary 1972.  Coupled  tvith  the  tax  base  increase  already  legislated,  these  provisions 
would  result  in  one  of  the  largest  social  security  tax  increases  in  history  and 
would  exert  a  significant  and  most  unfortunate  restraining  effect  on  the  economy. 
Therefore,  we  believe  that  these  further  tax  increases  should  be  put  into  effect 
gradually,  with  none  of  them  beginning  any  earlier  than  January  1973.  The 
social  security  trust  funds  presently  contain  a  large  surplus.  Even  without  the 
tax  increases,  this  surplus  will  grow  by  some  $7  to  $8  billion  in  fiscal  1972. 
Thus,  postponement  of  these  tax  increases  does  not  present  any  danger  of  impair- 
ing the  sound  financing  of  the  social  security  system  . . ." 

We  concur  with  the  foregoing.  In  conclusion,  we  again  urge  most  strenuously 
that  the  Senate  Finance  Committee  reexamine  the  possible  adverse  effects  of  the 
proposed  automatic  escalator  provisions  in  H.R.  1. 

The  following  State  Chambers  of  Commerce  have  endorsed  this  statement : 
Alabama  Chamber  of  Commerce 
Colorado  Association  of  Commerce  &  Industry 
Connecticut  Business  &  Industry  Association 
Delaware  State  Chamber  of  Commerce 
Georgia  Chamber  of  Commerce 
Idaho  State  Chamber  of  Commerce 
Indiana  State  Chamber  of  Commerce 
Kansas  Association  of  Commerce  &  Industry 
Kentucky  Chamber  of  Commerce 
Maine  State  Chamber  of  Commerce 
Maryland  State  Chamber  of  Commerce 
Michigan  State  Chamber  of  Commerce 
Minnesota  Association  of  Commerce  &  Industry 
Montana  Chamber  of  Commerce 
New  Jersey  State  Chamber  of  Commerce 
Empire  State  Chamber  of  Commerce 
Ohio  Chamber  of  Commerce 
Oklahoma  State  Chamber  of  Commerce 
Pennsylvania  Chamber  of  Commerce 
South  Carolina  State  Chamber  of  Commerce 
East  Texas  Chamber  of  Commerce 
South  Texas  Chamber  of  Commerce 
West  Texas  Chamber  of  Commerce 
Lower  Rio  Grande  Valley  Chamber  of  Commerce 
Virginia  State  Chamber  of  Commerce 
West  Virginia  Chamber  of  Commerce 
Wisconsin  State  Chamber  of  Commerce 
Greater  South  Dakota  Association 
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TABLE  II.— COMPARISON  OF  ACCUMULATED  EMPLOYER-EMPLOYEE  MAXIMUM  SOCIAL  SECURITY  TAXES  (FOR 
OLD  AGE  AND  SURVIVOR  BENEFITS  ONLY)  WITH  THE  MAXIMUM  MONTHLY  SOCIAL  SECURITY  BENEFIT  (PIA) 
OBTAINABLE 


H.R.I 


PIA 


Pre-1971  law  1971  law  Effective  Effective 

Retiring  Jan.  1,      June  1, 

Age  in  1971  Jan.  1    Tax  cost         PIA    Tax  cost         PIA    Tax  cost        1971  1972 


64    1972  $7,234  $196.40  $7,234  $216.10  $7,234  $216.80  $227.00 

63   1973  7,866  198.90  7,963  221.70  7,999  223.  10  234.30 

62....    1974  8,560  201.50  8,764  226.00  8,764  228.80  240.30 

61   1975  9,254  204.20  9,565  228.80  9,529  245.50  257.80 

60   1976  9,948  206.70  10,366  233.10  10,442  255.60  268.40 

55    1981  13,359  214.50  14,445  248.00  15,762  279.40  293.40 

50    1986  16,530  219.70  18,280  258.10  21,047  286.40  300.80 

45   1991  19,701  224.30  22,115  265.70  26,331  291.40  306.00 

40   1996  22,746  231.20  25,827  276.60  31,490  299. 40  314.40 

35    2001  25,461  242.70  29,211  286.40  36,318  310.40  326.00 

30    2006  27,744  250.70  32,163  293.40  40,715  315.40  331.20 

25    2011  29,313  250.70  34,400  295.40  44,397  315.40  331.20 

20   2016  29,851  250.70  35,604  295.40  46,915  315.40  331.20 

15    2021  29,851  250.70  35,604  295.40  48,027  315.40  331.20 

10   2026  29,851  250.70  35,604  295.40  48,027  315.40  331.20 

6     2030  29,851  250.70  35,604  295.40  48,027  315.40  331.20 


TABLE  III.— ACCUMULATED  EMPLOYER-EMPLOYEE  MAXIMUM  SOCIAL  SECURITY  TAXES  ALLOCATED  FOR 
DISABILITY  AND  HOSPITAL  INSURANCE 


Disability  Hospital 


Retiring      Pre-1971  Proposed      Pre-1971  Proposed 

Age  in  1971  Jan.  1  law      1971  law       (H.R.  1)  law      1971  law        (H.R.  1) 


64    1972  $662  $622  $662  $487  $487  $487 

63    1973  708  721  714  580  595  731 

62    1974  794  820  806  682  712  976 

61    1975  880  919  829  783  829  1,221 

60    1976  965  1,018  1,005  884  946  1,466 

55   1981  1,394  1,513  1,622  1,446  1,594  2,771 

50   1986  1,823  2,008  2,259  2,070  2,314  4,097 

45...    1991  2,252  2,503  2,897  2,756  3,106  5,423 

40    1996  2,681  3,098  3,534  3,458  3,916  6,749 

35..   2001  3,089  3,472  4,151  4,160  4,726  8,075 

30    2006  3,401  3,850  4,671  4,862  5,536  9,401 

25...    2011  3,666  4,181  5,144  5,452  6,233  10,615 

20   2016  3,689  4,257  5,370  5,686  6,561  11,322 

15    2021  3,689  4,257  5,483  5,866  6,768  11,404 

10     2026  3,689  4,257  5,483  5,975  6,894  11,404 

6   2030  3,689  4,257  5,483  6,037  6,966  11,404 
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TABLE  IV.— COMPARISON  OF  ACCUMULATED  MAXIMUM  OASI  TAXES 1  WITH  MAXIMUM  EXPECTED  LIFETIME 

OASI  BENEFITS2 


Pre-1971  law  1971  law  H.R.  1 


ft              "         I  ftl  1 

Age  in  19/1 

Retiring  — 
Jan.  1 

Taxes 

Benefits 

Taxes 

Benefits 

Taxes 

Benefits 

64   

1972 

$7,  200 

■ 

$35,  400 

57,  200 

#00  AAA 

$38,  900 

$7,  200 

$41,  400 

63   

1973 

7,900 

35, 800 

7,900 

39,  900 

8, 000 

42,  200 

62 

1974 

8  600 

36  300 

8  800 

40  700 

8  800 

43  300 

61   

1975 

9,'  300 

36!  800 

9, 600 

41,  200 

9'500 

46',  400 

60    

1976 

9,  900 

37, 200 

10, 400 

42, 000 

10,  400 

48,  300 

55   

1981 

13, 400 

38, 600 

14,  500 

44, 600 

15,  800 

52,  800 

50   

1986 

16,  500 

39,  500 

18, 300 

46,  500 

21, 000 

54, 100 

45  

1991 

19,  700 

40, 400 

22, 100 

47, 800 

26, 300 

55, 100 

40  

1996 

22, 700 

41,600 

25,  800 

49,  800 

31,  500 

56, 600 

35   

2001 

25,  500 

43,  700 

29,  200 

51,600 

36, 300 

58,700 

30  

2006 

27,  700 

45, 100 

32,  200 

52,  800 

40, 700 

59, 600 

25  

2011 

29, 300 

45, 100 

34, 400 

52,  800 

44, 400 

59,600 

20    

2016 

29,  900 

45, 100 

35, 600 

52,  800 

46, 900 

59,600 

15...   

2021 

29,  900 

45, 100 

35, 600 

52,  800 

48,  000 

59, 600 

TAX/BENEFIT  RATIO 


64  

1972 

1:4.9 

1:5.4 

1:5.8 

63  

1973 

1:4.5 

1:5.1 

1:5.3 

62  

  1974 

1:4.2 

1:4.6 

1:4.9 

61  

  1975 

1:4.0 

1:4.3 

1:4.9 

60   

  1976 

1:3.8 

1:4.0 

1:4.6 

55  

1981 

1:2.8 

1:3.1 

1:3.3 

50  

  1986 

1:2.4 

1:2.5 

1:2.6 

45  

1991 

1:2.1 

1:2.2 

1:2.0 

40  

  1996 

1:1.8 

1:1.9 

1:1.7 

35  

  2001 

1:1.7 

1:1.8 

1:1.6 

30   

  2006 

1:1.6 

1:1.6 

1:1.5 

25   

  2011 

1:1.5 

1:1.5 

1:1.3 

20  

  2016 

1:1.5 

1:1.5 

1:1.2 

15  

2021 

1  Combined  Employer-Employee  OASI  Taxes. 

2  Rounded  to  Nearest  $100. 
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The  Chairman.  We  will  next  hear  from  Warren  S.  Eichardson, 
general  counsel  of  the  Liberty  Lobby. 

Senator  Anderson  Will  you  tell  us  who  is  the  Liberty  Lobby  ? 
Mr.  Richardson.  Pardon  me  ? 

The  Chairman.  We  want  you  to  tell  us  who  is  the  Liberty  Lobby. 
Would  you  mind  telling  us  more  about  your  organization  ? 

STATEMENT  OF  WARREN  S.  RICHARDSON,  GENERAL  COUNSEL, 
LIBERTY  LOBBY,  WASHINGTON,  D.C. 

Mr.  Richardson.  You  want  a  description  of  the  organization  ? 

We  are  a  citizen  lobbying  group,  located  on  Capitol  Hill,  founded  in 
1955,  been  in  continuous  existence  occuping  the  premises  on  the  Hill 
since  1961. 

Col.  Curtis  B.  Dall  is  chairman  of  the  board,  former  son-in-law  of 
F.D.R. 

Senator  Bennett.  When  you  you  are  located  on  the  Hill,  you  do  not 
mean  you  are  located  in  any  Government  building  ? 

Mr.  Richardson.  That  is  correct.  I  will  make  the  record  exactly 
clear.  We  are  at  300  Independence  Ave.  SE.,  back  of  the  Library  of 
Congress. 

Mr.  Chairman  and  members  of  the  committee  

The  Chairman.  Yes. 

Mr.  Richardson.  I  will  take  advantage  of  your  offer  to  answer  ques- 
tions that  are  submitted  in  writing  and  to  conserve  the  time  of  teh 
committee  I  will  not  read  this  testimony,  which  I  assume  you  all  have 
copies  of.  I  would  make  one  or  two  comments  in  about  2  or  3  minutes. 

I  can  see,  from  listening  to  previous  witnesses,  that  our  testimony 
is  somewhat  repetitive  of  what  you  have  heard  this  morning. 

We  are  opposed  to  the  philosophy  of  the  bill.  We  do  not  go  into  it 
on  an  item-by-item  basis.  If  our  philosophy  is  wrong  then  whatever 
may  be  right  or  wrong  within  the  context  is  still  wrong. 

We  do  agree  with  the  chairman  and  others  who  have  testified,  that 
certainly  the  sick,  the  handicapped,  and  the  aged  should  be  provided 
for — anyone  who  is  incapable  of  work.  The  handicapped  are  of  a 
particular  personal  concern  of  mine,  having  a  partially  handicapped 
child  and  my  wife  donating  much  of  her  working  time  to  designing 
clothes  and  otherwise  helping  handicapped  people. 

I  think  that  one  of  the  greatest  comments  that  has  ever  been  made 
about  the  American  system  in  the  philosophy  was  enumerated  by  Mr. 
Richard  DeVos,  the  president  of  Amway  Corp.,  a  man  that  I  would 
suggest,  if  he  could  be  obtained,  would  be  a  marvelous  witness,  who 
proclaims  to  all  audiences  far  and  wide  that  the  greatest  welfare  that 
could  be  provided  this  country  are  more  jobs.  Jobs  are  the  true  welfare, 
if  you  want  to  look  at  it  that  way. 

So,  with  those  remarks,  I  would  close  and  wait  for  any  written 
questions  that  you  may  have. 

The  Chairman.  Thank  you  very  much,  Mr.  Richardson.  We  appre- 
ciate your  statement  and  I  appreciate  your  appearance  here. 

I  have  been  reading  your  statement  while  you  were  were  sum- 
marizing it  and  I  find  myself  in  agreement  with  a  great  deal  of  what 
you  have  to  say.  Thank  you,  sir. 
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Mr.  Richardson.  Thank  you,  Mr.  Chairman. 

Senator  Bennett.  Mr.  Richardson,  I  haven't  had  time  to  read  your 
statement,  obviously.  In  it  you  deplore  the  welfare  mess.  Do  you  have 
any  specific  suggestions,  substitute  proposals  or  ideas,  for  dealing 
with  the  basic  problem  of  welfare  other  than  those  contained  in  the 
bill? 

Mr.  Richardson.  Yes,  sir.  It  would  fall — my  answer  would  fall — 
into  two  categories :  First,  I  do  have  a  short  memorandum  here  pre- 
pared by  the  staff.  One  of  the  members  of  our  staff  has  a  father 
who  is  a  township  commissioner  in  Ohio  and  has  been  for  30  years. 
I  understand  that  the  gentlemen  who  occupy  these  positions  are  not 
paid.  It  is  done — they  are  apparently  elected  but  they  receive  no  pay. 

At  the  beginning  of  his  term  of  office — he  is  reelected  on  an  annual 
basis — welfare  was  administered  at  that  township  level.  He  has  per- 
sonally witnessed  the  transfer  of  welfare  authority  from  the  township 
to  the  county  to  the  State  to  the  Federal  Government. 

He  wrote  his  son  recently  and  made  the  observation  that  each  time 
it  goes  to  a  higher  level  of  government  the  overhead  of  burden  costs 
increases  and  it  would  be  our  position — that  is  simply  an  illustration — 
it  is  the  Lobby's  position  that  the  welfare  for  the  aged  and  the  sick 
and  the  handicapped  could  best  be  performed  at  the  lowest  possible 
level  of  government.  We  are  not  prepared  to  say  what  is  the  best 
level  but  certainly  a  State  would  be  a  better  level  than  the  Federal 
Government  and  presumably  a  county  level  would  be  even  better. 

I  think  that  you  must  also  look  at  these  problems  more  like  a  rope. 
We  are  examining  one  strand  of  the  rope.  Other  strands  would  be 
your  problem  of  financing  at  lower  governmental  levels;  and  that 
brings  us  around  to  the  concept  of  revenue  sharing  and  I  don't  see 
how  you  can  consider  one  without  at  least  paying  a  nodding  ac- 
quaintance to  the  other. 

The  second  part  of  my  answer  would  lie  in  this  area :  that  our  home 
has  been  the  home  for  Mormon  missionaries  for  about  2  years  and  I  am 
sure  that  most  of  us  realize  that  the  Mormons  have  a  very  fine  system 
of  helping  their  own  people.  I  think  that  their  system  should  be  studied 
and  whatever  principles  or  philosophy  which  can  be  gleaned  from  it 
should  be  somehow  worked  into  our  welfare  system. 

The  basic  principle  they  invoke  is  that  those  who  don't  have  jobs 
work  and  they  are  provided  for ;  and  I  think  this  is  sound  philosophy 
and  I  would  recommend  it. 

The  Chairman.  Thank  you  very  much,  sir. 

Senator  Bennett.  Mr.  Chairman,  as  the  only  Mormon  on  the  com- 
mittee, someday  I  would  be  glad  to  tell  the  committee  about  the 
Mormon  welfare  system,  but  it  is  based  on  donated  services  and  labor 
and  things  from  the  members  of  the  church  who  have  them.  You  can 
only  operate  it  in  a  closed  system.  You  can't  operate  that  on  a  basis 
where  there  is  no  relationship  between  the  various  people  who  are  going 
to  make  contributions  and  the  people  who  are  going  to  receive  them. 

I  have  watched  the  Mormon  system  since  it  was  inaugurated  in  the 
middle  thirties  and,  as  I  say,  it  can  only  operate  in  a  closed  system.  I 
don't  think  you  can  expand  it  to  take  in  the  whole  population,  where 
there  is  no  incentive  of  relationship  to  persuade  people  to  contribute. 

For  instance,  in  this  area  the  Mormon  system  operates  a  dairy  farm 
on  the  Eastern  Shore  and  while  they  have  one  or  two  paid  people  whose 
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salaries  are  paid  by  contributions  from  members  of  the  church,  who 
can't  get  out  and  work  on  the  dairy  farm,  the  work  on  the  dairy  farm 
is  done  by  the  members  of  the  church  and,  theref  ore,  all  of  the  income 
from  the  farm  is  available  for  welfare  purposes.  But  you  can't  per- 
suade the  American  people  that  all  of  the  social  services  in  our  system 
are  going  to  be  supplied  by  donated  labor. 

Mr.  Richardson.  I  appreciate  your  comments,  Senator  Bennett. 
My  dentist  is  a  Mormon  and  I  am  aware  of  his  contribution  to  the  farm 
because  it  happened  that  he  scheduled  us  for  an  appointment  on  the  day 
he  had  to  be  on  the  farm,  so  we  have  had  many  discussions  with  him 
and,  as  I  tried  to  indicate  in  the  first  part  of  my  remarks,  I  am  sure 
that  the  system  could  not  be  adopted  in  its  entirety  but  I  suggest  that 
the  basic  principles  and  some  of  the  philosophy  try  to  be  incorporated 
in  whatever  ultimate  system  of  welfare  reform  we  achieve. 

Senator  Bennett.  Well,  I  wish  in  this  country  we  had  that  kind 
of  brotherhood  relationship  but  I  am  afraid  it  is  a  long  way  off,  partic- 
ularly in  these  days  of  alienation  and  riots  and  what  have  you. 

I  am  sorry,  Mr.  Chairman. 

The  Chairman.  That  is  all  right. 

Senator  Bennett.  I  am  through. 

The  Chairman.  Thank  you  very  much,  sir. 

Mr.  Richardson.  Thank  you,  Mr.  Chairman. 

(The  previous  witness'  prepared  statement  follows:) 

Statement  of  Warren  E.  Richardson,  General  Counsel,  Liberty  Lobby 

summary 

I.  Welfare   program  origin — academic   or  special   interests,   not  business 

management. 
II.  Government  Spending. 

(a)  Subsidies  for  y3  of  population 

(b)  Subsidy  system  "out  of  control" 

III.  Welfare  Case  Histories 

(a)  England — 17th  century 

( b )  New  Jersey — 1969  to  today 

IV.  Welfare  State 

( a )  Kills  many  more  people  than  it  saves 

(b)  Destroys  nations 

( c )  Sources  of  revenue  : 

(1)  Taxation 

(2)  Printing  money 

(3)  Diversion  of  funds  from  other  government  programs 

STATEMENT 

Mr.  Chairman  and  members  of  the  committee:  I  am  Warren  S.  Richardson, 
general  counsel  of  Liberty  Lobby.  I  appreciate  the  opportunity  to  present  the 
views  of  Liberty  Lobby's  20,000-member  Board  of  Policy,  and  also  to  appear  on 
behalf  of  the  135,000  subscribers  to  our  monthly  legislative  report,  Liberty  Letter. 

Critics  claim  that  virtually  all  of  the  government  programs  to  deal  with 
poverty,  and  the  welfare  program  in  recent  years,  have  come  from  the  academic 
community,  or  special-interest  lobbies  in  Washington — that  there  has  been  little 
visible  input  from  business  management  experts. 

The  theory  which  academic  planners  evolved  during  the  1960's  on  the  way  to 
overcome  poverty  has  been  called  an  "income  strategy."  In  the  words  of  Milton 
Friedman,  the  Chicago  economist,  "It's  simple — give  'em  money." 

During  the  1968  campaign,  Mr.  Nixon  declared  that  he  opposed  a  guaranteed 
annual  income,  whether  called  a  "family  allowance"  or  a  "negative  income  tax." 
He  said  he  was  convinced  that  it  "would  not  end  poverty,"  and  that  it  would 
have  a  "very  detrimental  effect  on  the  productive  capacity  of  the  American 
people." 
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After  becoming  President,  however,  in  a  message  to  Congress  on  Aug.  11,  1969, 
Mr.  Nixon  called  for  a  welfare-reform  program  with  a  "nationwide  minimum 
payment  to  dependent  families  with  children,"  including  federal  payments  to 
supplement  the  income  of  the  "working  poor/'  On  June  10,  1970,  the  President 
broadened  his  proposal  "to  extend  the  principles  of  this  income  strategy  to  other 
domestic  programs — such  as  medicaid,  food  stamps,  and  public  housing."  In  his 
1971  State  of  the  Union  message,  the  President  urged  Congress :  "Let  us  place  a 
floor  under  the  income  of  every  family  with  children  in  America  .  .  .  but  let  us 
also  establish  an  effective  work  incentive  and  an  effective  work  requirement/' 

GOVERNMENT  SPENDING 

The  Washington  Daily  Neivs  of  Jan.  12,  1972  reports  editorially  that  U.S.  gov- 
ernment subsidies  in  one  form  or  another  cost  the  taxpayers  at  least  $63  billion 
in  the  1970  fiscal  year  and  that  the  total  is  undoubtedly  higher,  since  new  sub- 
sidies regularly  are  in  the  works.  The  Joint  Economic  Committee  of  Congress 
says  the  subsidy  system  is  out  of  control. 

In  June  of  1971,  a  report  from  the  Tax  Foundation  indicated  that  more  than 
one-third  of  the  Nation's  population  was  getting  Some  form  of  income  mainte- 
nance support  from  federal,  state,  or  local  government  at  the  end  of  1970.  They 
estimated  that  72.8  million  individuals  were  receiving  money  from  government. 
That  is  more  than  one-third  of  our  entire  population.  Not  counted  in  this  estimate 
are  those  persons  and  private  institutions  receiving  direct  support  under  such 
special  purpose  programs  as  federal  farm  support,  scholarships,  research  and 
training  grants,  etc. 

The  welfare  plan  adopted  by  the  House  makes  two  basic  changes.  It  national- 
izes the  system  and  it  converts  the  dole  into  a  guaranteed  annual  income. 

The  Milwaukee  Sentinel  of  June  24,  1971,  makes  a  good  point :  If  the  federal 
government  were  capable  of  handling  a  welfare  system,  the  American  Indians 
would  be  a  great  deal  better  off. 

HISTORICAL  EXAMPLES   OF   GUARANTEED  INCOME 

This  notion  of  supplementing  wages  to  bring  an  individual  or  a  family  income 
up  to  a  prescribed  minimum  is  by  no  means  original  or  new.  A  conspicuous 
example  in  point,  with  its  consequences,  is  to  be  found  in  English  history  around 
the  17th  century.  The  nation  was  then  rife  with  poverty,  so  dire  as  to  be  un- 
imaginable today,  and  people  were  pouring  into  the  cities  from  the  outlying 
countryside.  The  industrial  revolution,  with  its  immediate  exploitation  of  women 
and  child  labor,  but  its  eventual  employment  opportunities,  was  still  in  the 
future.  The  monasteries  that  had  fed  the  beggars  had  been  closed.  While  skeptics 
contended  that  they  "did  but  maintain  the  poor  they  created,"  neither  they  nor 
the  barbarously  cruel  laws  and  regulations  against  begging,  nor  the  Malthusian 
virtual  contention  that  starvation  was  the  only  ultimate  solution  of  birth  control, 
could  solve  the  nationwide  problem  that  was  primarily  economic. 

At  that  time  one  area  of  Britain,  Speenhamland,  conscious  of  the  tragedy  of 
its  poor  people,  devised  a  formula  in  the  hope  of  aiding  its  destitute.  They 
decreed  that  when  the  price  of  bread  exceeded  a  certain  figure  and  if  the  wage 
of  a  day  laborer  were  below  a  certain  figure,  a  subsidy  from  the  relief  fund 
should  raise  his  daily  income  to  a  specified  amount. 

But  the  consequences  were  far  different  from  those  anticipated.  Some  employ- 
ers, realizing  that  their  laborers  would  receive  a  certain  minimum  regardless, 
paid  less  than  the  minimum.  Some  workers,  knowing  that  they  would  receive  the 
minimum  whether  they  did  a  good  day's  work,  loafed  on  the  job.  The  evil  results 
spiralled  until  it  was  said  that  hard  was  the  lot  of  the  day  laborer,  harder  that 
of  the  landowner,  hardest  of  all,  that  of  the  independent  worker  who  would  not 
claim  the  subsidy.  Before  long,  many  farms  went  out  of  cultivation  and  the  area 
was  virtually  bankrupt.  The  act  was  repealed. 

I  am  indebted  to  Dr.  Mollie  Ray  Carroll,  writing  in  the  publication  Tash  Force, 
for  that  short  bit  of  economic  history. 

WHAT   HAPPENED   IN    NEW  JERSEY 

According  to  a  report  by  James  Welsh,  in  the  Washington  Star  of  Oct.  26,  1970, 
fewer  than  300,000  people  were  on  welfare  in  the  state  of  New  Jersey  as  of  Dec.  31, 
1969.  Today,  according  to  the  chief  statistician  of  New  Jersey,  409,713  people 
are  on  welfare,  an  increase  of  about  35%.  The  expenditure  of  $31,570,223  for 
welfare  recipients  during  1971  has  the  state  of  New  Jersey  on  the  brink  of  legis- 
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lation  which  would  require  a  state  graduated  income  tax,  an  increase  in  the 
state  sales  tax,  and  a  state  property  tax. 

According  to  the  Senate  Republican  Policy  Committee,  it  is  estimated  that 
the  U.S.  government  now  spends  in  excess  of  $72  billion  a  year  for  social  pro- 
grams of  some  nature. 

It  is  Liberty  Lobby's  view  that  if  this  Nation  should  fail  it  will  not  be  because 
of  a  hydrogen  bomb,  but  because  of  a  philosophy  :  an  idea  that  says  an  individual 
is  not  responsible  for  his  own  economic  welfare  nor  responsible  for  his  own  moral 
conduct. 

WELFARE   OR  SURVIVAL 

The  attitudes  of  self-sufficient  taxpayers,  in  the  immense  majority  of  cases, 
fall  into  one  of  the  following  two  categories : 

1.  One  type  of  taxpayer  pictures  welfare  recipients  as  persons  who  either  fake 
or  exaggerate  physically  or  psychologically  disabling  conditions  in  order  to  avoid 
having  to  work  to  earn  a  living.  When  the  subject  of  welfare  is  raised,  such 
people  react  with  resentment  and  indignation.  This  is  the  more  conservative 
citizen. 

2.  The  second  type  of  taxpayer,  in  his  thinking  about  welfare,  pictures  persons 
who  are  truly  disabled,  either  physically  or  psychologically,  and  who  truly  can- 
not earn  enough  to  meet  their  basic  needs.  For  such  people,  the  subject  of  welfare 
evokes  feelings  of  sympathy  and  a  desire  to  help  those  who  are  in  need.  This  is  the 
more  liberal  taxpayer. 

For  both  categories  of  self-supporting  citizens,  there  is  little  awareness  of  a 
"personal  stake,"  in  the  issue  of  welfare.  They  do  not  stand  to  receive  welfare, 
and  they  are  only  vaguely  aware  that  the  funds  to  support  welfare  must  come 
ultimately  out  of  their  own  pockets.  Those  who  oppose  it  invoke  the  work-ethic 
of  individualism.  Thoughts  of  welfare  cheats,  in  the  context  of  this  precept,  gen- 
erate righteous  indignation  against  welfare.  Likewise,  those  who  tend  to  favor 
welfare  do  so  on  moral-ethical  grounds.  Thoughts  of  the  suffering  of  those  who 
cannot  help  themselves,  in  the  context  of  the  altruistic  principle  of  need,  generate 
righteous  indignation  in  support  of  welfare. 

The  immense  majority  of  the  self-sufficient  liberal  taxpayers  do  not  deny  that 
welfare  cheating  is  taking  place,  and  the  immense  majority  of  them  deplore  it. 
Supporting  welfare  fakers  is  emotionally  repugnant  to  them  in  much  the  same 
way  as  to  the  more  conservative  taxpayer.  However,  they  see  no  effects  of  sup- 
porting welfare  cheats  which  justify  the  cost  of  attempting  to  eliminate  them 
from  the  welfare  rolls.  There  is  no  way  to  reduce  the  number  of  persons  who  are 
mistakenly  denied  it.  The  more  welfare  eligibility  requirements  are  tightened,  the 
limit  being  the  abolition  of  welfare,  the  largest  number  of  truly  needy  persons 
who  will  be  made  to  suffer  or  starve.  If,  for  example,  psychological  problems  of 
the  type  which  impair  learning  ability  are  not  grounds  for  welfare,  most  chroni- 
cally unemployed  persons  become  ineligible.  Many  are  fakers,  of  course,  and  will 
not  starve  if  denied  welfare.  But  many  others  are  not  fakers,  and  will  literally 
starve  to  death  if  denied  welfare.  To  catch  the  cheats,  it  is  necessary  to  let  those 
who  are  not  cheats  starve.  To  the  more  liberally  oriented  taxpayer,  catching  the 
cheats  does  not  seem  to  be  worth  the  cost. 

We  believe  this  argument  to  be  the  foundation  for  the  welfare  state.  Let's  focus 
on  it.  Some  persons  are  unable  to  earn  enough  to  meet  their  basic  needs.  Undeni- 
able. Further,  private  charity  will  not  take  care  of  all  of  them.  Some,  if  only 
through  human  error,  will  be  denied  benefits  and  will  starve.  Again,  undeniable. 
The  problem,  then,  lies  in  the  attempt  to  decide  whether  an  applicant  is  eligible 
for  benefits.  So  long  as  standards  are  applied,  some  applicants  will  be  turned 
down.  And  so  long  as  some  are  turned  down,  some  will  be  turned  down  in  error. 

iNo  argument.  Therefore,  so  the  argument  goes,  lives  will  be  saved  if  the  govern- 
ment dispenses  welfare,  and  the  number  of  lives  saved  will  be  directly  propor- 
tional to  the  looseness  of  the  government's  eligibility  requirements.  In  the  limit- 
ing case,  in  which  the  government  employs  no  standards  of  eligibility,  the  maxi- 
mum number  of  lives  will  be  saved. 

We  think  this  reasoning  is  hogwash. 

The  argument  assumes  that  persons  who  are  self-supporting  never  die  for  lack 
of  money.  It  assumes  that  none  of  the  60,000  Americans  who  die  in  automobile 
accidents  each  year  die  for  lack  of  money ;  that  none  of  the  750,000  Americans 
Who  die  of  heart  disease  each  year  die  for  lack  of  money.  No  one  suffering  from 
heart  disease  ever  died  because  he  or  she  was  unable  to  afford  a  labor  saving 
device  such  as  a  power  lawn  mower,  a  washing  machine,  vacuum  cleaner,  or  a 
dishwasher.  None  of  the  350,000  persons  who  die  of  cancer  each  year  die  for 
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lack  of  money.  None  of  these  persons  could  have  been  saved  if  they  had  gone  in 
for  a  checkup  after  they  wrote  out  their  checks  to  the  IRS.  Not  one  of  the  55 
workers  killed  each  day  on  the  job,  nor  one  of  the  8,500  who  are  disabled,  nor 
one  of  the  27,200  who  are  injured,  would  have  been  saved  if  corporate  taxes  had 
been  less.  Tax  loads  have  nothing  to  do  with  the  rate  of  replacement  of  indus- 
trial plant  and  equipment. 

In  essence,  welfare  kills  many  more  people  than  it  saves.  In  fact,  welfare 
doesn't  merely  kill  people,  it  also  destroys  nations. 

How?  The  money  to  support  welfare  may  be  obtained  by  : 

1.  Taxation ; 

2.  Printing  of  money ; 

3.  Diversion  of  funds  from  other  government  programs. 

When  welfare  statism  comes  to  dominate  the  political  system  of  a  nation,  all 
three  methods  are  employed.  Taxation  is  usually  the  first.  But  taxation  soon  be- 
gins to  draw  a  reaction  at  the  polls,  and  the  politicians  are  forced  then  to  begin 
the  fatal  process  of  government  induced  inflation.  In  the  U.S.  this  amounts  to 
printing  government  bonds  to  create  our  money,  which  of  course  is  deficit  fi- 
nancing and  debt  money.  Two  things  happen : 

1.  As  the  deluge  of  government  bonds  drives  present  prices  down,  interest  rates 
rise  to  crushing  levels.  (Interest  rates  are  inversely  proportional  to  bond  prices. 
The  lower  the  price  of  a  bond  paying  a  fixed  premium,  the  higher  the  yield.) 

2.  Inflation.  And  as  the  printing  press  debt  money  hits  the  markets  of  the  na- 
tion it  drives  all  prices  up.  Thus  both  effects  draw  a  reaction  at  the  polls,  tight 
credit  and  high  prices. 

Next,  method  3  is  employed :  The  politicians  obtain  the  money  to  support  wel- 
fare programs  by  diverting  funds  from  other  government  programs.  The  police 
forces,  the  judicial  system,  the  penal  system  are  starved  for  funds.  Crime  rates 
skyrocket.  The  courts  are  swamped.  The  jails  become  hell  holes,  and  the  inmates 
riot.  As  the  political  clamor  for  better  police  protection,  better  sewage  and  water 
treatment,  better  municipal  transportation,  etc.,  all  rises,  all  methods  are  closed 
off  except  one :  diversion  of  funds  from  the  Nation's  military. 

Once  the  welfare  state  reaches  this  point  in  its  evolution,  the  end  is  near.  How 
long  will  it  be,  Mr.  Chairman,  before  welfare  becomes  more  important  than  na- 
tional defense?  Or  has  it  already  become  more  important? 

I  close  with  this  statement  attributed  to  Father  Keller,  of  Notre  Dame 
University : 

"A  democracy  cannot  exist  as  a  permanent  form  of  government.  It  can  exist 
only  until  the  voters  discover  they  can  vote  themselves  largesse  from  the  public 
treasury.  From  that  moment  on,  the  majority  always  votes  for  the  candidate 
promising  the  most  benefits  from  the  public  treasury,  with  the  result  that  a 
democracy  always  collapses,  over  a  loose  fiscal  policy  .  .  .  always  to  be  followed 
by  a  dictatorship." 

Thank  you  again  for  this  opportunity  to  appear  today  and  to  present  our  views. 

The  Chairman.  The  next  witness  will  be  Mr.  John  F.  Nagle,  chief 
of  the  Washington  Office  of  the  National  Federation  of  the  Blind. 

STATEMENT  OP  JOHN  F.  NAGLE,  CHIEF,  WASHINGTON  OFFICE, 
NATIONAL  FEDERATION  OF  THE  BLIND 

Mr.  Nagle.  Mr.  Chairman  and  members  of  the  committee,  my  name 
is  John  F.  Nagle,  chief  of  the  Washington  Office  of  the  National  Fed- 
eration of  the  Blind.  My  address  is  1346  Connecticut  Avenue  NW., 
Washington,  D.C. 

With  your  permission,  Mr.  Chairman,  I  will  read  briefly  from  my 
testimony  and  then  ask  that  the  entire  statement  be  included  in  the 
printed  record. 

Now,  Mr.  Chairman,  as  you  consider  the  provisions  of  H.E.  1  and 
strive  further  to  implement  the  objective  of  reducing  the  welfare  load 
and  welfare  costs,  we  come  before  you  as  we  have  in  the  past  offering 
and  urging  acceptance  of  another  innovative  concept  in  the  Social 
Security  Act  that  would  liberalize  the  disability  insurance  sections  of 
the  act  so  as  to  allow  blind  persons  to  qualify  for  payments  when 
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they  have  worked  a  year  and  one-half  in  social  security-covered  work 
and  to  continue  to  draw  payments  so  long  as  they  remain  blind  and 
regardless  of  their  earnings. 

These  proposals,  contained  in  S.  1335.  have  been  adopted  four  times 
by  the  I  .S.  Senate:  and.  when  introduced  in  the  92d  Congress.  S.  1335. 
sponsored  by  Senator  Vance  Hartke.  was  eosponsored  by  no  less  than 
70  Members  of  the  Senate. 

By  endorsing  S.  1335.  by  allowing  persons  with  sight  to  qualify  for 
disability  insurance  payments  on  a  less-than-the-regular-quarters-of- 
c overage  basis,  such  payments  would  be  more  readily  available  to  more- 
people  without  sight.  They  would  be  available  to  keep  blind  people 
from  the  need  for  welfare. 

If  you  approve  S.  1335.  disability  payments  will  be  available  to 
provide  fiinancial  security  at  the  time  when  employment  is  gone  and 
seems  likely  never  to  be  obtained  again.  Disability  insurance  payments 
would  be  available,  if  you  will  accept  S.  1335  as  a  solid  foundation 
upon  which  to  begin  to  rebuild  a  shattered  life. 

By  allowing  the  person  without  sight  to  remain  qualified  for  dis- 
ability payments  regardless  of  his  earnings,  such  payments  would  be 
available  to  supplement  the  meager  and  subminimum  earnings  of  the 
blind  worker  in  a  sheltered  workshop  which,  although  in  excess  of  the 
social  security  cutoff'  amount  of  $140  monthly,  still  are  nowhere  near 
sufficient  to  assure  the  blind  worker  of  an  adequate  living. 

If  you  will  approve  S.  1335.  disability  insurance  payments  would 
be  available  to  supplement  the  earnings  of  the  blind  person  who  works 
at  home  or  from  his  home — as  salesman,  piano  tuner,  telephone  solici- 
tor, chair  caner — who  aarns  more  than  the  81.680  annual  social  security 
allowable  amount  that  still  earns  and  lives  at  a  starvation  level,  in 
spite  of  determined  efforts  to  help  himself  and  live  from  his  own  labors 
and  not  upon  welfare. 

Then.  too.  Mr.  Chairman,  by  removing  the  earnings  test  and  allowing 
a  blind  person  to  qualify  for  disability  benefits  whatever  his  earnings, 
such  benefits  would  serve  to  equalize  the  disadvantages  of  trying  to 
f  miction  blind,  in  a  sighted  society. 

Disability  insurance  payments,  received  regularly  and  predictably 
each  month,  would  rescue  the  blind  person  from  a  dependence  upon 
family  and  friends  when  he  has  need  for  sighted  help  :  it  would  release 
him  from  a  dependence  upon  undependable  kindness  and  unreliable 
generosity. 

Disability  insurance  payments  would  be  a  continuing  source  of 
funds  enabling  the  blind  person  to  buy.  not  beg,  for  the  sighted  help 
he  needs  to  function,  for  whatever  he  does,  whether  he  works  as  a 
piano  tuner,  a  vending  stand  operator,  a  lawyer,  a  teacher,  or  if  a 
woman  as  a  housewife  with  groceries  to  buy  and  a  home  to  manage. 
TVnatever  the  blind  person  does,  he  must  do  it  in  a  sight-structured 
world  and  if  he  is  to  function  successfully,  if  he  is  to  function  at  all, 
sight  must  be  subject  to  his  summons  and  available  to  his  needs  and 
this  can  only  mean  hired  sight. 

Enactment  of  S.  1335  into  Federal  law  as  an  amendment  to  the 
Social  Security  Act  would  give  real  meaning  in  the  lives  of  blind  per- 
sons to  the  goals  of  H.R.  1.  of  encouraging  initiative  and  a  desire  for 
self-dependence,  of  assisting  an  active  determination  for  self-help. 

Enactment  of  the  disability  insurance  for  the  blind  measure  into 
Federal  law  would  give  meaning  and  reality  in  the  lives  of  blind  per- 
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sons  to  these  goals  by  providing  social  insurance  dollars  as  an  earned 
and  merited  right  rather  than  the  welfare  grant  as  a  humiliating  and 
reluctantly  given  dole. 

I  thank  you  very  much,  Mr.  Chairman,  for  this  opportunity  to 
appear. 

The  Chairman.  Thank  you  very  much,  Mr.  Nagle. 

Senator  Curtis.  One  question:  Mr.  Nagle,  under  existing  general 
social  security  law,  someone  with  the  required  number  of  quarters 
who  can  prove  that  they  are  permanently  and  totally  disabled  gets 
disability  benefits  ? 

Mr.  Nagle.  If  he  earns  more  than  $140  a  month,  Senator,  he  does 
not  get  it. 

Senator  Curtis.  Now,  in  the  definition  of  disability  benefits  

Mr.  Nagle.  Yes,  sir. 

Senator  Curtis  (continuing).  Do  they  accept  blindness  as  a  total, 
as  a  condition  of  total  and  permanent  disability  ? 
Mr.  Nagle.  Yes,  Senator ;  it  is  in  the  law. 

Senator  Curtis.  So  what  you  are  dealing  with  and  what  is  involved 
in  this  legislation  that  you  are  supporting  relates  primarily  to  the 
work  limitation  ? 

Mr.  Nagle.  That  is  right,  Senator. 

Senator,  let  me  give  you  an  example.  I  am  a  totally  blind  person ; 
for  some  15  years  I  was  engaged  in  the  practice  of  law.  There  were 
many  lawyers  in  my  bar  who  did  not  have  secretaries.  I  had  to  have  a 
secretary.  I  couldn't  read  my  mail  without  a  secretary ;  I  couldn't  func- 
tion throughout  the  day  without  a  sighted  secretary  available  to  me. 
Therefore,  for  me  to  be  able  to  function  at  all  I  had  to  pay  the  price  of 
a  week's  pay  for  a  sighted  secretary — an  expense  that  other  lawyers  had 
a  choice  whether  they  would  have  or  not  have. 

This  is  what  we  are  saying,  that  the  disability  insurance  payments 
as  a  continuing  source  of  income  to  me  at  the  time  I  practiced  law  or  to 
another  blind  person  who  is  trying  to  earn  a  living,  trying  to  function 
with  the  requirement  constantly  of  sighted  help  available  to  him, 
must  have  money  to  purchase  sight,  sight  available  to  him,  on  a  regular 
basis. 

Senator  Curtis.  I  have  been  distressed  over  the  situation  that  many 
blind  people  are  encouraged  to  get  an  education,  and  to  go  into  various 
professions  such  as  the  law  and  they  seek  Government  employment; 
and,  as  a  practical  matter,  they  aren't  furnished  with  hired  sight  on 
those  jobs ;  I  have  found  that  in  the  Government  they  are  discriminated 
against  in  other  ways  and  sometimes  those  around  them  or  their  super- 
visors do  not  want  to  be  bothered  with  assisting. 

Mr.  Nagle.  This  is  also  true  in  the  general  economy,  Senator. 

Senator  Curtis.  I  expect  that  is  true. 

Mr.  Nagle.  That's  right. 

Senator  Curtis.  But  we  have  a  more  direct  responsibility  here  in 
the  Government  service. 

Mr.  Nagle.  That's  right.  It  is  possible  today,  because  of  techniques 
and  methods  that  have  been  developed  and  opportunities  available  in 
training  for  a  blind  person  to  learn  to  function  successfully  in  a  sighted 
society,  but  then  when  he  is  prepared  to  function  and  applies  for  a  job, 
too  often  he  encounters  authoritative  opinions  on  what  he  can  do  and 
what  he  can't  do  that,  in  fact,  amount  to  total  discrimination  and 
exclusion. 
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Senator  Curtis.  I  won't  take  further  time  for  it,  but  I  thank  you. 

Mr.  Nagle.  Thank  you. 

The  Chairman.  Thank  you  very  much,  sir. 

(The  previous  witness'  prepared  statement  follows :) 

Statement  of  John  F.  Nagle,  Chief,  Washington  Office,  National 
Federation  of  the  Blind 

Mr.  Chairman  and  members  of  the  committee :  My  name  is  John  F.  Nagle.  I  am 
the  Chief  of  the  Washington  office  of  the  National  Federation  of  the  Blind.  My 
address  is  1346  Connecticut  Avenue,  N.W.,  Washington,  D.C.  20036. 

Mr.  Chairman,  anticipating  by  some  thirty-one  years  the  intent  and  purpose  of 
H.R.  1,  the  National  Federation  of  the  Blind,  since  its  founding  in  1940,  has 
argued  consistently  and  worked  constantly  toward  the  goal  of  enabling  and  en- 
couraging and  assisting  blind  persons  on  public  welfare  to  get  off  relief  and  into 
employment. 

We  have  always  and  emphatically  rejected  the  too  generally  held  misconception 
that  blindness  is  synonymous  with  helplessness  and  dependency. 

We  have  always  refused  to  accept  the  far  too  generally  held  view  that  blind 
people  must  all  look  to  public  welfare  for  support,  that  once  receiving  aid,  they 
will  continue  on  the  aid  roles  for  all  of  their  lives. 

The  earned  income  concept  and  mechanism  is  now  in  the  federal  public  assist- 
ance law  (and  in  other  federal  laws  and  federal  programs)  because  the  Na- 
tional Federation  of  the  Blind  fought  in  Congress  after  Congress  to  have  it  in- 
cluded, and  this  concept,  this  mechanism,  has  served  as  a  bridge  over  which  blind 
persons  and  other  temporarily  needy  persons  may  pass  as  they  gradually  work 
their  way  from  dependence  upon  publically-provided  help  to  achieved  self-help 
and  self-support. 

Section  2012(b)  (1)  of  H.R.  1  would  retain  the  $85  plus  50%  earnings  exemp- 
tion for  blind  persons  and  we  urge  you  to  give  this  provision  your  approval. 

When  the  National  Federation  of  the  Blind  learned  from  experience  that  he 
above  "sliding-scale"  earnings  exemptions  was  not  sufficiently  broad  to  really 
benefit  part  and  full-time  working  students  and  other  blind  persons  who  were 
employed  and  also  directing  their  efforts  towards  the  fulfillment  of  an  approved 
rehabilitation  plan  for  achieving  self-support,  we  asked  Congress  to  exempt  all 
of  the  income  and  all  of  the  resources  of  such  persons,  and  Congress  did  this. 

Section  2012(b)  (3)  (A)  of  H.R.  1  would  retain  this  full  exemption  of  income, 
but  since  it  does  not  also  exclude  "resources,"  which  are  excluded  as  well  as  in- 
come in  Section  2013(a)  (4)  of  H.R.  1  and  Section  1002(a)  (8)  (B)  in  existing 
law,  we  ask  that  you  not  only  give  your  approval  to  this  provision,  but  we  also 
urge  that  you  amend  it  to  include  "resources,"  that  it  may  then  conform  to  exist- 
ing law,  that  it  may  offer  to  ambitious  and  working  blind  persons  the  full 
advantages  offered  by  the  inclusion  of  such  term  in  existing  law. 

Mr.  Chairman,  although  relatively  few  blind  persons  would  be  affected  by  this 
provision  and  aided  and  benefited  by  it,  those  few  who  are  diligently  working  to 
gain  the  goal  of  self-support  in  accordance  with  an  approved  rehabilitation  plan, 
would  have  all  of  their  earnings  (if  they  are  employed)  and  all  of  their  resources 
(if  you  will  include  resources  in  this  provision)  to  assist  them  to  reach  their 
goal — and  the  goal  of  the  Vocational  Rehabilitation  Act — of  transforming  depend- 
ent and  welfare-supported  people  into  independent  and  self-supporting  people. 

Now,  Mr.  Chairman,  as  you  consider  the  provisions  of  H.R.  1  and  strive  further 
to  implement  the  objective  of  reducing  the  welfare  load  and  welfare  costs,  we 
come  before  you  as  we  have  in  the  past,  offering  and  urging  acceptance  of  another 
innovative  concept  in  the  Social  Security  Act,  that  would  liberalize  the  disability 
insurance  sections  of  the  Act  so  as  to  allow  blind  persons  to  qualify  for  payments 
when  they  have  worked  a  year  and  one-half  in  social  security-covered  work  and 
to  continue  to  draw  payments  so  long  as  they  remain  blind  and  regardless  of  their 
earnings. 

These  proposals,  contained  in  S.  1335,  have  been  adopted  four  times  by  the 
United  States  Senate,  and  when  introduced  in  the  92nd  Congress,  S.  1335,  spon- 
sored by  Senator  Vance  Hartke,  was  co-sponsored  by  no  less  than  seventy  mem- 
bers of  the  Senate. 

By  endorsing  S.  1335,  by  allowing  persons  without  sight  to  qualify  for  dis- 
ability insurance  payments  on  a  less-than-the-regular  quarters  of  coverage  basis, 
such  payments  would  be  more  readily  available  to  more  people  without  sight. 

They  would  be  available  to  keep  blind  people  from  the  need  for  welfare. 
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If  you  approve  S.  1335,  disability  payments  will  be  available  to  provide  finan- 
cial security  at  the  time  when  employment  is  gone  and  seems  never  to  be  ob- 
tained again. 

Disability  insurance  payments  would  be  available,  if  you  will  accept  S.  1335, 
as  a  solid  foundation  upon  which  to  begin  to  rebuild  a  shattered  life. 

By  allowing  the  person  without  sight  to  remain  qualified  for  disability  pay- 
ments regardless  of  his  earnings,  such  payments  would  be  available  to  supple- 
ment the  meager  and  sub-minimum  earnings  of  the  blind  worker  in  a  sheltered 
workshop,  which,  although  in  excess  of  the  social  security  cut-off  amount  of  $140 
monthly,  still  are  nowhere  near  sufficient  to  assure  the  blind  worker  of  an  ade- 
quate living. 

If  you  will  approve  S.  1335,  disability  insurance  payments  would  be  available 
to  supplement  the  earnings  of  the  blind  person  who  works  at  home  or  from  his 
home — as  salesman,  piano  tuner,  telephone  solicitor,  chair  caner — who  earn  more 
than  the  $1,680  annual  social  security  allowable  amount  but  still  earns  and  lives 
at  a  starvation  level,  in  spite  of  determined  efforts  to  help  himself  and  live  from 
his  own  labors  and  not  upon  welfare. 

Then,  too,  Mr.  Chairman,  by  removing  the  earnings  test  and  allowing  a  blind 
person  to  qualify  for  disability  benefits  whatever  his  earnings,  such  benefits 
would  serve  to  equalize  the  disadvantages  of  trying  to  function  blind,  in  a  sighted 
society. 

Disability  insurance  payments,  received  regularly  and  predictably  each  month, 
would  rescue  the  blind  person  from  a  dependence  upon  family  and  friends  when 
he  has  need  for  sighted  help,  it  would  release  him  from  a  dependence  upon  un- 
dependable  kindness  and  unreliable  generosity. 

Disability  insurance  payments  would  be  a  continuing  source  of  funds  enabling 
the  blind  person  to  buy,  not  beg,  for  the  sighted  help  he  needs  to  function,  for 
whatever  he  does — whether  he  works  as  a  piano  tuner,  a  vending  stand  operator, 
a  lawyer,  a  teacher,  or  if  a  woman,  as  a  housewife  with  groceries  to  buy  and 
a  home  to  manage — whatever  the  blind  person  does,  he  must  do  it  in  a  sight- 
structured  world  and  if  he  is  to  function  successfully,  if  he  is  to  function  at  all, 
sight  must  be  subject  to  his  summons  and  available  to  his  needs  and  this  can  only 
mean  "hired"  sight. 

Enactment  of  S.  1335  into  federal  law  as  an  amendment  to  the  Social  Security 
Act  would  give  real  meaning  in  the  lives  of  blind  persons  to  the  goals  of  H.R.  1, 
of  encouraging  initiative  and  a  desire  for  self-dependence,  of  assisting  an  active 
determination  for  self-help. 

Enactment  of  the  disability  insurance  for  the  blind  measure  into  federal  law 
would  give  meaning  and  reality  in  the  lives  of  blind  persons  to  these  goals  by 
providing  social  insurance  dollars  as  an  earned  and  merited  right  rather  than 
the  welfare  grant  as  a  humiliating  and  reluctantly  given  dole. 

In  considering  the  welfare  provisions  of  H.R.  1,  Mr.  Chairman,  although  the 
National  Federation  of  the  Blind  is  greatly  opposed  to  a  combined  adult  category 
of  aid  under  the  Social  Security  Act  which  lumps  together  the  aged,  blind,  and 
severely  disabled,  into  one  common  administrative  welfare  plan,  thereby  eliminat- 
ing or  restricting  the  possibility  of  considering  and  satisfying  the  categorical  or 
group  needs  of  the  separate  and  distinctively  different  classes  of  disadvantaged 
persons,  still,  if  this  Congress  in  its  wisdom  is  determined  that  the  repeal  of 
Titles  I,  X,  and  XIV,  is  essential,  we  ask,  at  least,  for  a  safe-guarding  amend- 
ment to  be  incorporated  in  the  proposed  new  welfare  title,  an  amendment  which 
would  assure  and  require  the  continued  recognition  of  the  group  and  individual 
needs  of  the  aged,  blind,  and  disabled. 

We  offer  the  following  amending  language  for  your  consideration  and 
acceptance : 

"Provided  that  it  is  recognized  that  the  standard  of  need  applied  with  respect 
to  an  individual  who  is  aged,  blind,  or  severely  disabled,  may  differ  depending 
upon  the  group  and  individual  needs  of  such  individual  or  conditions1  related  to 
his  age  or  disability." 

The  National  Federation  of  the  Blind  strongly  supports  the  federalization  of 
the  public  welfare  program,  for  it  should  result  in  providing  needy  people  with 
more  adequate  income  and  income  available  to  them  under  lasis  harrassing  and 
humiliating  conditions. 

We  certainly  approve  the  provisions  of  Title  XX  of  H.R.  1  that  eliminate  lien 
and  recovery  and  responsibility  of  relative  practices  in  public  assistance,  and 
from  the  lives  of  persons  requiring  publically-given  financial  aid. 

While,  in  general,  the  National  Federation  of  the  Blind  endorses  and  supports 
the  monthly  amounts  of  aid  provided  for  in  Title  XX  of  H.R.  1,  we  believe  these 
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provisions  should,  be  amended  to  require  those  states  having  a  higher  assistance 
standard  as  of  June  30,  1971  (California,  Alaska,  Massachusetts,  Iowa,  and  New 
Hampshire),  to  maintain , such  higher  standards. 

Also,  Mr.  Chairman,  the  National  Federation  of  the  Blind  believes  Title  XX 
of  H.R.  1  should  be  amended  so  as  to  assure  that  the  special  needs  of  recipients 
of  aid  are  met  when  such  needs  are  due  to  special  circumstances  and  which  make 
the  total  dollar  amount  of  need  greater  than  the  flat  amount  provided  for  in 
the  pending  bill. 

Specifically,  such  special  needs  would  be  non-medical,  out-of-home  care  and 
attendant  care  costs  which  alone  could  run  between  $200  and  $300  a  month,  the 
added  expense  of  taking  meals  regularly  in  restaurants,  telephone  service,  and 
laundry  service. 

Mr.  Chairman,  we  would  also  emphasize  the  need  for  an  amendment  to  Title 
XX  of  H.R.  1  to  require  the  recognition  and  dollar  allowance  for  the  special  needs 
of  blind  persons,  needs  that  are  attributable  to  the  circumstances  of  blindness, 
needs  that  must  be  satisfied  if  self -care  is  to  be  fostered  and  self-support  encour- 
aged and  promoted. 

Section  2014(f)  (1)  of  H.R.  1,  provides  that  income  and  resources  of  a  spouse 
living  with  an  eligible-for-aid  individual  will  be  taken  into  account  in  determining 
the  benefit  amount  of  the  individual  whether  or  not  the  income  and  resources  are 
available  to  meet  the  needs  of  the  eligible  individual. 

The  National  Federation  of  the  Blind  believes  this  provision  is  most  disturbing. 

The  counting  of  a  spouse's  income  and  resources  as  those  of  the  recipient  should 
depend  upon  whether,  in  fact,  such  income  and  resources  are  actually  available 
to  such  recipient. 

The  National  Federation  of  the  Blind,  therefore,  urges  that  this  provision  be 
amended  to  meet  this  available-to-the-recipient  requirement. 

The  National  Federation  of  the  Blind  endorses  and  supports  the  provisions 
of  H.R.  1  which  authorize  an  increase  in  social  security  payments  effective 
June,  1,  1972,  and  the  provision  of  an  automatic  increase  in  such  payments  in 
accordance  with  the  rise  in  the  cost  of  living. 

The  National  Federation  of  the  Blind  particularly  approves  the  proposals  of 
H.R.  1  that  extend  health  care  coverage  to  disability  insurance  beneficiaries. 

This  was  a  long-sought-after  goal  of  the  organized  blind  as  we  worked  and 
testified  in  succeeding  Congresses  in  pursuit  of  this  new  realized  objective. 

Finally,  Mr.  Chairman,  the  National  Federation  of  the  Blind  has  much  con- 
cern about  and  is  strongly  opposed  to  the  provision  in  H.R.  1  that  requires  re- 
ferral of  disabled  recipients  of  aid  to  the  State  Vocational  Rehabilitation  Agen- 
cies that  would  deny  financial  aid  to  such  persons  who  refused  to  accept  voca- 
tional rehabilitation  services  without  good  cause. 

The  long  time  experience  of  the  National  Federation  of  the  Blind  in  the 
rehabilitation  field  has  convinced  us  that  forced  acceptance  of  vocational  re- 
habilitation services  is  a  poor  and  a  wrong  way  to  motivate  persons  to  try  to 
achieve  self-support. 

We  believe  there  is  no  organization  more  intent  on  strengthening  the  purposes 
and  provisions  of  the  Social  Security  Act  to  help  blind  people  to  attain  self- 
support  and  self-care  than  the  National  Federation  of  the  Blind. 

However,  we  believe  that  voluntary,  not  compulsory,  acceptance  of  rehabilita- 
tion services  is  a  far  more  effective  means  of  gaining  our  common  goal. 

The  Chairman.  The  next  witness  will  be  Mr.  Durward  K.  Mc- 
Daniel,  national  representative  of  the  American  Council  of  the  Blind. 
We  are  pleased  to  have  you  here  today,  Mr.  McDaniel. 

STATEMENT  OF  DURWARD  K.  McDANIEL,  NATIONAL  REPRESENTA- 
TIVE, THE  AMERICAN  COUNCIL  OF  THE  BLIND,  WASHINGTON, 

D.C. 

Mr.  McDaniel.  Thank  you,  Mr.  Chairman. 

I  will  try  to  summarize  a  few  of  the  points  here  from  the  prepared 
statement  which  I  would  like  to  ask  to  be  made  a  part  of  the  record. 

With  respect  to  the  social  security  amendments  which  are  con- 
tained in  H.R.  1,  we  find  we  are  generally  in  accord  with  those.  We 
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are  pleased  to  see  that  the  House  of  Representatives  has  extended 
medicare  benefits  to  disabled  beneficiaries.  We  were  distressed,  how- 
ever, to  see  that  they  provided  for  a  2-year  waiting  period — 2  years 
after  entitlement  for  disabled  beneficiaries — which,  I  suppose,  was  in- 
tended to  be  an  economy  measure;  but  I  point  out  to  the  committee 
that  most  of  the  medical  and  hospital  costs  of  the  total  population 
are  not  paid  by  private  insurance  plans  and  that  in  any  event  this 
class  of  beneficiaries  would  not  be  able  to  afford  them.  So  if  the  con- 
cept is  correct  that  the  medicare  benefits  should  be  extended  to  dis- 
ability beneficiaries,  we  think  it  should  be  extended  to  all  of  them. 

We  think,  moreover,  regarding  the  liberalization  of  the  eligibility 
rule  for  disability  benefits,  whether  it  is  the  fully  insured  rule  which 
the  House  adopted  or  the  bill  similar  to  Senator  Hartke's  which  Mr. 
Nagle  described,  that  the  number  of  persons  receiving  aid  to  the  blind 
and,  therefore,  entitled  to  medicaid  benefits,  would  be  reduced  unless 
the  Congress  decided  that  social  security  payments  should  be  treated 
as  deferred  earned  income  and  not  deducted  from  welfare  grants. 

We  think  that  the  medicaid  program,  particularly  if  the  require- 
ment for  a  comprehensive  health  program  is  repealed,  as  provided  in 
H.R.  1,  isn't  going  to  be  much  help  to  anybody,  and  we  would  like  to 
see  at  least  those  people  in  the  smallest  of  the  categories,  aid  to  the 
blind,  included,  perhaps  at  the  cost  of  the  general  revenue  fund,  in  the 
medicare  program.  There  needs  to  be  some  uniformity  throughout 
the  country  and  if  there  are  not  going  to  be  comprehensive  programs 
in  the  States,  then  we  think  such  coverage  ought  to  be  included  in  the 
medicare  program  under  title  18. 

There  are  several  things  about  the  proposed  title  20  which  interest 
us  very  much.  The  American  Council  of  the  Blind  supports  the  fed- 
eralization of  the  adult  categories,  and  particularly  assistance  for  the 
aged  blind ;  and  I  will  point  out,  although  I  think  the  committee  knows 
it,  that  over  the  past  dozen  years  or  so  this  is  the  category  of  assistance 
that  has  been  declining  in  numbers. 

It  now  includes  approximately  81,000  persons  in  the  whole  country. 
Of  course,  we  are  glad  to  see  this,  and  yet  we  are  concerned  about  the 
support  which  blind  persons  who  need  this  kind  of  help  get  from  any 
program  which,  although  the  Federal  program  as  proposed  here  is 
more  liberal  than  in  some  of  the  States,  is  less  liberal  than  in  some 
others  and  is  actually  regressive  in  some  respects,  and  I  will  point 
them  out. 

For  example,  the  provision  of  eligibility  saying  that  an  eligible  in- 
dividual may  have  $1,500  in  property :  H.R.  1  says  if  he  is  single,  he  may 
have  $1,500  in  property,  or  if  he  is  married  he  and  his  eligible  spouse 
may  still  have  only  $1,500  together,  so  in  that  respect  people  are  better 
off  if  they  are  not  married,  you  see. 

With  respect  to  excluded  earned  income,  in  section  2012(b)  the  pro- 
vision is  for  $1,020  per  year  for  an  eligible  individual,  or  if  he  is  mar- 
red $1,020  for  both  spouses,  not  each,  but  both,  so  again  they  are  better 
off  if  they  are  not  married. 

And  in  section  2014,  where  there  is  an  ineligible  spouse,  the  bill 
says — and  it  gives  some  leeway  to  the  Secretary  but  it  says — that  the 
income  of  the  ineligible  spouse  is  considered  to  be  available  to  the  eligi- 
ble individual  whether  it  is  or  not.  I  would  say  that  is  another  deter- 
rent to  keeping  people  together  in  one  family. 
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In  the  same  section  there  is  a  provision  that  the  income  of  a  step- 
parent with  respect  to  a  child  of  the  other  spouse  is  considered  to  be 
available  whether  it  is  or  not,  also  a  negative  influence  upon  family 
life. 

With  respect  to  the  amount  of  the  benefit  provided  for  in  proposed 
title  20,  many  of  the  States  have  more  liberal  programs  than  the  $130 
proposed,  and  we  think  that  the  amount  proposed  should  be  greater, 
but  that  in  any  event  there  should  be  some  provision  for  supplementa- 
tion, either  by  the  Federal  Government  or  by  the  State  governments, 
so  that  no  one  is  penalized  by  the  federalization  of  welfare. 

There  are  some  proposals  already  introduced,  and  Senator  Eagleton 
is  going  to  introduce  one,  I  understand,  which  would,  in  effect,  "grand- 
father" into  the  program  all  of  those  who  are  now  eligible,  so  that  the 
new  standards  would  not  disqualify  people.  We  approve  of  that  and 
we  approve  of  it  particularly  with  respect  to  two  very  special  State 
programs.  Twenty  years  ago  in  Missouri  and  Pennsylvania  people 
were  not  getting  any  Federal  aid  for  aid  to  the  blind  because  those 
States  had  a  higher  income  allowance  and  higher  property  allowance 
than  the  Federal  Government  would  approve.  Ultimately,  Congress 
temporarily  approved  such  Federal  aid  and  extended  it  over  a  period 
of  several  years,  and  finally  approved  it  permanently,  so  there  are 
actually  two  States — Missouri  and  Pennsylvania — which  have  dif- 
ferent kinds  of  federally  supported  aid  programs  from  the  others,  and 
people  in  those  two  States  are  concerned  that  they  may  be  disqualified 
by  the  enactment  of  H.R.  1.  I  hope,  and  I  suggest  in  my  prepared 
statement,  that  an  amendment  will  be  added  which  would  continue 
those  standards  in  those  States  so  that  those  people  will  not  be  adversely 
affected  by  the  new  legislation. 

We  don't  think  that  optional  supplementation  is  going  to  work  for 
anybody.  There  are  too  many  competitions,  too  many  places  that  the 
States  need  to  spend  money,  and  it  isn't  going  to  work  if  you  say,  "Well, 
you  can  do  it  if  you  want  to." 

We  think  certainly  that  the  States  should  participate  only  in  the  sup- 
plementation, but  that  if  there  is  mandatory  supplementation,  as  we 
think  there  should  be,  the  Federal  Government  should  participate  in 
matching. 

In  section  2016  there  are  two  references  to  persons  who  will  not  be 
receiving  the  Federal  benefit.  The  effect  of  that  language,  and  I  quote 
it  in  my  prepared  statement,  is  to  give  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  some  control  over  other  pension  or  welfare  programs 
which  any  State  may  choose  to  establish  or  perpetuate,  even  though 
there  is  no  Federal  money  in  it.  We  don't  think  that  that  pension 
should  be  in  H.R.  1.  The  States  of  Pennsylvania  and  Missouri,  in 
particular,  have  separate,  fully  financed  State  programs — pensions  for 
the  blind — and  we  don't  think  that,  as  long  as  those  people  don't  re- 
ceive a  Federal  benefit  the  Secretary  should  control  it. 

With  respect  to  mandatory  referral  to  rehabilitation  agencies,  we 
have  no  quarrel  with  that ;  we  would  suggest  that,  as  in  the  proposal 
for  title  21,  there  be  some  safeguards  so  that  a  blind  or  disabled  per- 
son who  is  mandatorily  referred  is  not  required  to  take  a  job  at  a 
subminimum  rate  of  pay  or  without  the  usual  benefits  of  regular  em- 
ployment. Without  such  safeguards  he  could  be  put  to  work  in  a 
sheltered  workshop  at  40  cents  an  hour  and  required  to  work  there, 


783 


even  though  it  is  not  really  enough  income  to  pay  his  carf  are  getting 
to  and  from  work.  We  would  like  to  see  some  safeguards  in  title  20, 
pertaining  to  wages  and  benefits. 

With  respect  to  employment  incentives  or  work  incentives,  blind 
people  have  a  special  problem.  What  we  need  more  than  incentives 
to  work  is  incentive  on  the  employer's  part  to  hire,  and  I  have  out- 
lined in  my  prepared  statement  a  tax  credit  idea  which  is  not  far 
from  what  Senator  Talmadge  advocated  in  the  last  Congress  with 
respect  to  Aid  to  Families  with  Dependent  Children.  The  idea  is  a 
good  one ;  there  isn't  anything  wrong,  as  we  see  it,  with  an  individual 
person,  a  blind  person,  in  my  example,  making  his  own  arrangement 
with  an  employer.  We  think  that  the  tax  credit  should  be  temporary, 
that  it  should  be  high  enough  to  oifer  some  offset  to  the  employer  on 
a  temporary  basis,  until  the  blind  worker  can  prove  his  productivity ; 
then  there  would  be  no  more  tax  credit  on  that  individual.  We  would 
like  to  see  that  work.  We  have  tried  all  the  other  existing  services, 
and  we  would  like  to  see  private  initiative  have  a  chance,  and  to  give 
that  employer  the  incentive,  which  is  really  what  we  need. 

With  respect  to  judicial  review,  we  are  concerned  about  the  H.R.  1 
provision  which  says  that  the  Secretary's  finding  of  fact  shall  be 
final,  because  if  that  is  true,  then  there  won't  be  much  to  review.  We 
have  found  through  the  administration  of  the  Social  Security  Act 
that  a  lot  of  mistakes  of  fact  are  made,  and  while  the  present  judi- 
cial review  system  does  not  work  very  well,  it  works  better  than  this 
would  work ;  and  we  would  like  to  see  everything  that  social  security 
employees  do  reviewed  and  reviewable,  so  that  we  could  make  this 
system  work. 

Gentlemen  of  the  committee,  I  appreciate  being  able  to  appear 
here,  and  if  there  are  any  questions,  I  will  be  glad  to  answer  them. 

The  Chairman.  Mr.  McDaniel,  you  have  made  some  very  good  sug- 
gestions and  I  am  going  to  instruct  the  staff,  and,  in  fact,  I  instruct 
them  now,  to  be  sure  that  these  various  suggestions  are  considered  by 
the  committee  when  we  go  into  the  executive  session. 

I  would  like  to  also  tell  you  that  Congressman  Frank  Karsten  of 
Missouri  who  was  a  member  of  the  Ways  and  Means  Committee,  and 
who  has  been  very  helpful  and  sympathetic  to  your  suggestions  is  in 
the  room.  I  understand  he  came  here  particularly  to  hear  your  testi- 
mony. 

Mr.  McDaniel.  Yes,  I  spoke  with  him  just  when  I  first  came  in  and 
I  appreciate  his  help  on  this.  He  is  a  real  expert,  and  has  been  inter- 
ested in  it  for  a  long  time. 

I  understand  Senator  Percy  is  going  to  introduce  an  amendment, 
which  we  endorse,  touching  on  this  excluded  earned  income  subject 
which  he  proposes  to  make  applicable  to  all  the  adult  categories. 

The  Chairman.  Any  further  questions,  gentlemen  ? 

Thank  you  very  much,  sir. 

Mr.  McDaniel.  Thank  you. 

(The  previous  witness'  prepared  statement  follows.  Hearing  con- 
tinues on  page  790.) 

Statement  of  the  American  Council  of  the  Blind,  Presented  by 
Durward  K.  McDaniel,  National  Representative 

SUMMARY 

The  American  Council  of  the  Blind  : 

1.  Favors  most  if  the  social  security  provisions  of  H.R.  1,  but  with 
certain  amendments. 
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2.  Favors  the  inclusion  of  S.  1335,  which  provides  for  disability  insurance 
benefits  for  blind  persons  with  at  least  six  quarters  of  coverage. 

3.  Favors  the  participation  of  social  security  beneficiaries  in  the  periodic 
evaluation  of  the  program,  and  advocates  the  provision  of  additional  pro- 
cedures for  the  representation  of  the  interests  and  views  of  beneficiaries. 

4.  Favors  entitlement  to  child's  disability  benefits  for  persons  becoming  dis- 
abled before  age  22  without  regard  to  the  retirement,  death  or  disability  of 
either  parent. 

5.  Favors  the  extension  of  medicare  coverage  to  recipients  of  aid  to  the  blind. 

6.  Favors  the  merging  of  medicaid  with  medicare. 

7.  Favors  the  repeal  of  Section  224  of  the  Act. 

8.  Favors  an  increase  in  social  security  benefits  of  a  least  12y2%. 

9.  Favors  application  of  the  fully  insured  rule  to  blind  beneficiaries  of  social 
security. 

10.  Opposes  the  two-year  waiting  period  for  medicare  benefits  for  disabled 
beneficiaries. 

11.  Favors  the  federalization  of  welfare  benefits  for  the  adult  categories. 

12.  Favors  a  special  amendment  to  continue  eligibility  under  the  proposed 
Title  XX  of  blind  persons  who  qualify  for  aid  in  any  State  under  the  present 
law,  and  particularly  in  Missouri  and  Pennsylvania. 

13.  Favors  ,an  amendment  to  proposed  Section  2011(a)  of  the  Social  Security 
Act  to  provide  that  each  eligible  and  each  eligible  spouse  will  be  entitled  to  own 
up  to  $1,500  worth  of  nonexcluded  property. 

14.  Favors  an  amendment  to  proposed  Section  2012  to  exclude  from  considera- 
tion income  received  (including  social  security  benefits)  as  a  result  of  the 
earlier  investment  of  earned  income. 

15.  Favors  an  amendment  to  proposed  Section  2012  (as  advocated  by  Senator 
Charles  Percy)  to  assure  that  each  eligible  individual  and  each  eligible  spouse 
will  be  entitled  to  have  $1,500  of  his  earned  income  excluded  from  consideration, 
regardless  of  his  age. 

16.  Favors  an  amendment  to  Section  2014(f)  (1)  and  (2)  to  exclude  the 
income  of  an  ineligible  spouse  or  step-parent  when  such  income  is  not  actually 
available  to  the  beneficiary. 

17.  Favors  an  amendment  to  provide  safeguards  at  least  equal  to  those  in 
Title  XXI  for  beneficiaries  referred  to  rehabilitation  agencies. 

18.  Favors  a  tax  credit  for  a  limited  term  for  employers  hiring  blind  persons. 

19.  Favors  mandatory  State  supplementation  of  federal  benefits  to  assure 
that  there  will  be  no  reduction  in  total  payments  to  eligible  persons  because  of 
federalization. 

20.  Favors  federal  matching  for  mandatory  and  voluntary  State  supple- 
mentation to  federal  benefits. 

21.  Favors  the  deletion  from  proposed  Section  2016  of  the  two  references  which 
would  give  the  Secretary  unwarranted  authority  over  State  supplementation  of 
State  pension  and  other  programs  which  are  entirely  financed  by  the  State. 

22.  Favors  an  amendment  to  proposed  Section  2031  providing  that  the  Secre- 
tary's findings  of  fact  shall  be  subject  to  judicial  review. 

23.  Favors  equality  of  eligibility  and  benefits  for  persons  residing  in  Puerto 
Rico,  the  Virgin  Islands  and  Guam.  (Sec.  504  of  H.R.  1). 

24.  Favors  an  amendment  to  protect  the  rights,  conditions  and  status  of  em- 
ployees of  State  welfare  departments  and  to  require  transfer  to  the  Social 
Securtiy  Administration  of  handicapped  employees  of  State  Welfare  depart- 
ments who  may  be  displaced  by  the  enactment  of  H.R.  1. 

Statement 

1.  H.R.  1 

The  social  security  provisions  of  H.R.  1  are  for  the  most  part  progressive, 
with  several  exceptions  which  are  dealt  with  in  the  changes  suggested  and 
advocated  in  this  statement. 

2.  DISABILITY  COVERAGE   (S.  1335) 

The  Senate  has  passed  measures  similar  to  S.  1335  on  four  occasions,  and  it 
is  sponsored  by  a  majority  of  the  Senate.  The  desirability  of  reducing  the 
required  coverage  to  six  quarters  and  the  incentive  for  self -improvement  in  the 
absence  of  any  limitation  on  earnings  is  well  recognized  by  the  Senate.  Enact- 
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ment  of  this  provision  would  under  present  law  remove  a  substantial  percentage 
of  blind  persons  from  the  aid  to  the  blind  rolls.  This  proposal  is  supported  by 
the  major  organizations  of  and  for  the  blind,  and  we  urge  its  inclusion  in  H.R.  1. 

3.  EEPRESENTATION  OF  BENEFICIARIES 

Adminitrative  remedies  available  to  the  individual  under  existing  law  provide 
no  methods  by  which  beneficiaries  can  effectively  advocate  any  improvements  and 
reforms  in  the  administration  of  the  program.  The  creation  of  procedures  for 
the  representation  of  the  interests  and  views  of  social  security  beneficiaries  is 
desirable  and  necessary  for  the  effective  planning,  delivering  and  reviewing  of 
these  important  government  services.  Complaints  and  proposals  for  improve- 
ments could  be  dealt  with  properly  and  expeditiously  on  a  regular,  formal  basis 
through  consultation  and  evaluation  of  these  services  by  government  officials  and 
representatives  of  such  beneficiaries.  Section  1602  (a)  (16)  of  Title  II  of  H.R. 
14173  (91st  Congress)  provided  for  the  participation  of  recipients  of  aid  to  the 
aged,  blind,  and  disabled  in  the  periodic  evaluation  of  State  welfare  programs. 
While  that  provision  was  not  adopted  by  the  House,  we  urge  that  those  proce- 
dures and  principles  be  made  applicable  to  social  security  beneficiaries  by  ap- 
propriate amendment  of  H.R.  1.  This  would  be  a  step  in  the  right  direction,  but 
there  should  be  a  system  by  which  beneficiaries  would  select  their  own  represent- 
atives. An  appropriate  model  for  such  procedures  and  consultation  has  been 
established  by  Executive  Order  10988  and  related  orders  which  provide  a  system 
for  choosing  representatives  of  Federal  employees. 

4.  CHILDHOOD  DISABILITY  BENEFITS 

Section  114  of  H.R.  1  extends  from  18  to  22  the  age  of  eligibility  for  childhood 
disability  benefits.  The  Council  endorses  this  progressive  change,  which  will 
afford  protection  to  young  persons  who  become  disabled  before  they  have  had  the 
opportunity  to  qualify  for  benefits  by  reason  of  their  own  covered  employment. 
Section  114  should  be  further  amended  to  provide  that  such  a  disabled  child  who 
has  reached  the  age  of  majority  shall  be  entitled  to  benefits  if  either  of  his  parents 
is  fully  insured.  In  other  words,  a  disabled  child  who  has  reached  the  age  of 
majority  should  not  have  to  wait  until  his  parent  has  died,  retired  or  become  dis- 
abled to  receive  benefits. 

5.  MEDICARE  COVERAGE  FOR  THE  DISABLED 

The  extension  of  medicare  benefits  to  disabled  beneficiaries  is  badly  needed, 
and  we  urge  that  this  provision  be  retained  in  H.R.  1.  These  benefits  will  greatly 
reduce  the  demands  upon  the  Federal-State  medical  assistance  programs  and 
will  assure  a  uniformity  of  service  to  disabled  persons  no  matter  where  they 
live.  Most  of  these  beneficiaries  cannot  afford  the  cost  of  private  health  insurance 
plans. 

6.  MERGING  OF  MEDICAID  WITH  MEDICARE 

Medicaid  has  left  much  to  be  desired  and  has  not  afforded  equal  service  to 
public  assistance  recipients  in  all  of  the  States.  H.R.  1  would  repeat  the  existing 
requirement  that  the  States  establish  a  comprehensive  program  by  1977.  Thus 
it  is  clear  that  medicaid  holds  little  promise  of  meeting  the  substantial  needs  of 
medically  indigent  persons.  The  extension  of  medicare  benefits  to  the  disabled 
cuts  broadly  across  the  categories  of  aid  to  the  blind  and  aid  to  the  permanently 
and  totally  disabled.  Accordingly,  much  of  thhe  health  care  load  will  be  assumed 
by  social  security.  In  the  interest  of  establishing  a  health  care  program  which 
will  deal  with  eligible  citizens  on  equal  terms  wherever  they  live,  we  advocate 
that  those  who  would  be  eligible  for  medicaid  only  also  be  included  under  medi- 
care, and  that  the  cost  incurred  be  born  by  appropriations  from  general  revenue. 
Such  a  solution  requires  a  merger,  and  it  should  be  done  now. 

7.  WORKMEN'S   COMPENSATION    (REPEAL   SEC.    224,    SOCIAL   SECURITY  ACT) 

Section  125  of  H.R.  1  is  another  measure  which  is  good  as  far  as  it  goes. 
Whereas  under  present  law  social  security  disability  benefits  must  be  reduced 
when  workmen's  compensation  is  also  payable,  so  that  the  combined  benefits  will 
not  exceed  80%  of  the  average  current  earnings  before  disablement,  Section  125 
would  increase  the  ceiling.  On  the  fact  of  it  this  provision  seems  more  equitable. 
What  generally  is  not  realized,  however,  is  that  the  periods  during  which  work- 
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men's  compensation  benefits  are  received  are  often  relatively  short  and  that 
thereafter  the  disability  benefits  received  fall  far  short  of  previous  earnings.  The 
excess  over  100%  of  previous  earnings  during  the  period  of  concurrent  receipt  of 
disability  benefits  and  workmen's  compensation  could  serve  as  a  partial  offset 
to  the  decline  in  income  after  the  termination  of  workmen's  compensation. 

The  Council  recommends  that  Section  224  of  the  Act  be  repealed  altogether. 
Its  provisions  are  an  example  of  the  negative  concept  that  a  beneficiary  should 
not  be  as  well  off  as  he  was  while  working.  Workmen's  compensation  is  not  paid 
for  by  Federal  revenue  and  should  have  no  bearing  on  social  security  benefits. 
The  principal  effects  of  this  provision  are  reductions  in  the  living  standards  of 
injured  workmen  and  increases  in  the  profits  of  insurance  carriers. 

8.  INCREASE  IN  SOCIAL  SECURITY  BENEFITS 

The  proposed  increase  of  5%  was  not  commensurate  with  the  increase  in  the 
cost  of  living  when  it  was  proposed,  and  in  order  to  allow  for  the  continuing  rise 
in  the  Consumer  Price  Index,  the  increase  at  this  time  should  be  less  than  12%% 
across  the  board,  with  special  consideration  for  those  receiving  the  minimum 
amounts. 

9.  APPLICATION  OF  FULLY-INSURED  RULE 

The  American  Council  of  the  Blind  believes  that  the  disability  insurance 
eligibility  requirement  of  20  quarters  of  coverage  out  of  the  last  40  quarters  is 
arbitrary  and  discriminatory,  having  the  effect  of  excluding  many  persons  who 
are  fully  insured  as  defined  in  Section  214  of  the  Social  Security  Act.  This  require- 
ment is  particularly  discriminatory  against  those  persons  who  became  disabled 
too  long  ago  to  qualify  under  Section  223.  Many  of  those  excluded  disabled  per- 
sons have  not  yet  reached  retirement  age  and  receive  no  benefits,  although  some 
of  them  are  fully  insured.  Fully  insured  status  should  not  have  less  meaning  or 
effect  for  one  injured  worker  than  for  another.  Accordingly,  we  support  the 
abolition  of  the  special  coverage  and  recency  test  of  the  present  law,  which  would 
be  accomplished  by  Section  123  of  H.R.  1. 

10.  TWO-YEAR  WAITING  PERIOD  FOR  DISABLED  MEDICARE  BENEFICIARIES 

While  Section  201  of  H.R.  1  extends  medicare  benefits  to  the  disabled,  it  would 
discriminate  against  those  who  are  newly  disabled  by  requiring  them  to  wait 
two  years.  The  onset  of  disability  is  the  time  when  the  need  is  greatest  for 
this  kind  of  coverage.  The  rationale  of  overlapping  insurance  coverage  would  not 
apply  to  many  cases  because  only  a  minor  fraction  of  medical  and  health  costs 
are  covered  by  private  insurance  arrangements.  The  need  for  extending  medi- 
care to  the  disabled  was  acknowledged  when  Section  201  was  adopted  by  the 
House.  The  American  Council  of  the  Blind  opposes  this  attempt  to  economize  by 
delaying  benefits  to  one  class  of  beneficiaries,  whose  coverage  is  on  the  average 
equal  to  that  of  those  who  are  favored.  Accordingly,  we  recommend  the  deletion 
of  the  two-year  waiting  period  of  medicare  benefits. 

11.  FEDERALIZATION  OF  ADULT  WELFARE  CATEGORIES 

The  American  Council  of  the  Blind  has  consistently  advocated  the  federaliza- 
tion of  aid  to  the  blind  and  now  also  supports  the  federalization  of  all  three 
adult  programs  of  assistance.  Federalization  will  remove  inequities  existing 
from  State  to  State  in  these  programs,  and  will  make  some  improvement  in  the 
living  conditions  of  eligible  persons  in  most  of  the  States.  Legislation  establish- 
ing such  a  program,  however,  should  include  the  following  safeguards:  (1) 
Provision  for  amounts  of  aid  sufficient  to  meet  the  minimum  basic  needs  of 
eligible  persons  and  additional  amounts  to  meet  special  needs;  (2)  provision 
for  automatic  cost-of-living  adjustments  in  grants;  (3)  provision  for  liberal 
eligibility  standards;  and  (4)  a  guarantee  that  no  recipient  will  receive  a 
reduced  grant  by  reason  of  federalization  of  the  program. 

12.  CONTINUED  ELIGIBILITY  UNDER  FEDERALIZED  PROGRAM  (ESPECIALLY 
IN  MISSOURI  AND  PENNSYLVANIA) 

Proposed  Title  XX  would  establish  uniform  standards  of  eligibility  for  the 
three  aduit  categories  without  regard  for  the  effect  of  such  standards  on  amounts 
of  assistance  paid  and  income  and  resources  allowed  in  some  States  under 
the  present  Law.  The  American  Council  of  the  Blind  advocates  that  the  pro- 
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posed  Title  XX  be  amended  to  guarantee  that  assistance  payments  will  not  be 
reduced  in  any  State  because  of  federalization  of  the  program.  This  guarantee 
can  be  met  by  federal  funds  or  by  State  supplementation,  which  will  be  dis- 
cussed later.  In  any  event,  the  Federal-State  programs  in  Missouri  and  Pennsyl- 
vania are  unique,  and  a  special  amendment  should  be  adopted  to  continue  eli- 
gibility of  blind  persons  in  those  States  under  the  proposed  Title  XX  program. 
First  by  temporary  authorization  and  then  by  permanent  enactment  the  Fed- 
eral-State aid  to  the  blind  programs  in  those  two  States  were  accepted  by 
Congress  even  though  the  income  and  resources  allowed  by  those  two  States 
were  and  are  substantially  more  liberal  than  in  any  other  States.  These  liberal 
provisions  have  improved  living  conditions  for  thousands  of  blind  persons  and 
have  demonstrated  the  financial  feasibility  and  the  desirability  of  liberaliza- 
tion of  the  program,  although  the  demonstration  has  not  been  extended  to 
blind  persons  in  any  other  States.  If  the  amendment  advocated  here  is  not 
adopted,  a  substantial  portion  of  those  blind  persons  presently  in  Missouri  and 
-Pennsylvania  will  be  disqualified  for  benefits  under  the  all-federal  program. 
Accordingly,  the  American  Council  of  the  Blind,  the  Missouri  Federation  of  the 
Blind,  and  the  American  Council  of  the  Blind  of  Pennsylvania  join  in  advocat- 
ing the  following  amendment  to  proposed  section  2011 : 

To  Amend  Title  III  of  H.R.  1,  by  adding  at  the  end  of  "Section  2011"  a  new 
subsection  (h)  as  follows: 

"(h)  Notwithstanding  any  other  provisions  of  this  title,  any  blind  person 
who  applies  for  the  Federal  benefit  and  State  supplementary  benefit  shall 
be  considered  eligible  for  such  benefits  for  purposes  of  Title  XX  if  he  re- 
ceived aid  as  a  blind  person  (or  if  he  would  have  been  eligible  to  receive 
such  aid  if  he  had  been  a  blind  applicant)  for  June  1972  under  a  State  plan 
approved  under  Title  X  or  Title  XVI  of  the  Act  as  then  in  effect,  so  long 
as  he  remains  blind." 

13.  NONEXCLUDED  PROPERTY  OF  ELIGIBLE  INDIVIDUALS  AND  ELIGIBLE  SPOUSES 

Under  the  present  provisions  of  proposed  Section  2011(a)  of  the  Social  Se- 
curity Act,  the  amount  of  unexcluded  property  which  may  be  owned  by  an 
eligible  individual  and  an  eligible  spouse  is  the  same  ($1,500)  as  that  permitted 
to  a  single  eligible  individual.  The  American  Council  of  the  Blind  believes  this 
provision  to  be  inequitable  and  to  be  one  which  would  make  it  more  profitable 
to  be  unmarried.  We  urge  that  this  provision,  which  penalizes  married  couples, 
be  liberalized  to  permit  the  ownership  by  each  person  of  $1,500  worth  of 
property. 

14.  LIBERALIZED  EXCLUSIONS  FROM  INCOME  OF  INDIVIDUALS 

Proposed  Section  2012(b)  of  the  Social  Security  Act  provides  that  income 
derived  from  earlier  investments  of  earned  income,  including  social  security 
payments,  will  be  included  for  the  purpose  of  determining  eligibility  for  bene- 
fits. The  American  Council  of  the  Blind  believes  that  such  a  provision  is  tanta- 
mount to  a  penalty  in  that  the  income  so  derived  is  deducted  dollar  for  dollar 
from  the  proposed  benefit.  The  effect  of  this  provision  is  a  delayed  application 
of  the  incentive  stiflng  provisions  of  the  present  law.  We  concur  in  the  desire 
of  most  people  to  improve  their  living  conditions.  We  believe  that  the  Con- 
gress supports  the  principle  that  people  should  not  be  penalized  for  trying  to 
help  themselves,  and  yet  H.R.  1  provides  that  those  who  have  invested  in  social 
security  or  other  arrangements  for  their  future  security  will  be  penalized 
by  reductions  in  or  disqualification  for  benefits. 

15.  INCOME  EXCLUSIONS  FOR  ELIGIBLE  INDIVIDUALS  AND  ELIGIBLE  SPOUSES 

Proposed  Section  2012(b)  is  more  restrictive  than  the  present  law  in  that, 
whereas  present  law  allows  exclusion  of  only  $1,020  a  year  of  the  earned  income 
of  an  eligible  individual  and  an  eligible  spouse,  nevertheless  each  of  such  per- 
sons is  entitled  to  exclude  that  amount  of  earned  income.  In  addition,  the  am- 
biguous reference  to  "age  65"  and  the  time  of  first  claiming  the  benefit  would 
create  two  classes  of  eligible  individuals  among  blind  and  disabled  persons.  We 
see  no  justification  for  such  a  distinction,  and  the  American  Council  of  the  Blind 
will  support  an  amendment  to  be  offered  by  Senator  Charles  Percy  to  eliminate 
the  ambiguous  and  discriminatory  language,  to  provide  for  an  equal  amount  of 
excluded  earned  income  for  both  spouses,  and  to  increase  the  amount  of  each 
exclusion  to  $1,500  of  earned  income  each  year.  Since  1960,  when  the  excluded 
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amount  was  first  increased  to  $1,020  per  year,  the  Consumer  Price  Index  has 
increased  37.4%.  Such  an  increase  will  permit  those  who  are  able  to  earn  such 
amounts  to  improve  their  living  conditions.  The  American  Council  of  the  Blind 
supports  Senator  Percy's  amendment  and  advocates  that  it  be  made  equally 
applicable  to  the  disabled  and  the  aged. 

16.  INCOME  OF  INELIGIBLE  SPOUSES  AND  STEP-PAEENTS 

Paragraphs  (1)  and  (2)  of  proposed  Section  2014  provide  that  the  income 
of  an  ineligible  spouse  and  of  a  step-parent  (in  the  case  of  a  child  will  be  con- 
sidered as  nonexcluded  income  of  the  beneficiary,  even  if  it  is  not  available  to 
the  beneficiary.  Such  a  provision  is  patently  unjust,  and  Paragraphs  (1)  and  (2) 
of  that  proposed  subsection  should  be  amended  by  striking  out  the  phrase 
"whether  or  not  available  to  such  individual." 

17.  SAFEGUARDS  FOR  BENEFICIARIES  REFERRED  TO  REHABILITATION  AGENCIES 

In  both  proposed  Titles  XX  and  XXI  the  requirement  is  made  that  beneficiaries 
be  referred  for  rehabilitation  services.  However,  the  requirement  for  referral  in 
Title  XX  contains  none  of  the  safeguards  which  exist  in  the  similar  section  of 
proposed  Title  XXI,  such  as  the  payment  of  at  least  the  minimum  wage.  We 
recommend  that  amendments  be  adopted  which  will  assure  to  beneficiaries  re- 
ferred for  employment  that  they  will  be  entitled  to  benefits  and  working  condi- 
tions which  normally  prevail  in  the  labor  market.  We  cannot  believe  that  Con- 
gress would  intend  that  blind  and  disabled  beneficiaries  be  required  to  work  on 
jobs  which  do  not  provide  such  rights  and  benefits  as  social  security,  unemploy- 
ment compensation,  workmen's  compensation  and  minimum  or  prevailing  wages. 

18.  TAX  CREDIT  FOR  EMPLOYERS  HIRING  BLIND  PERSONS 

When  the  Committee  on  Finance  considered  H.R.  17550  in  the  91st  Congress, 
it  adopted  Senator  Talmadge's  Amendment  No.  788,  which  provided  for  a  tax 
credit  for  employers  hiring  AFDC  parents.  While  we  believe  that  the  tax  credit 
provided  in  Senator  Talmadge's  amendment  was  too  small  to  be  effective,  the 
American  Council  of  the  Blind  approves  this  method  as  a  new  approach  for 
getting  unemployed  blind  persons  and  potential  employers  together.  The  tax 
credit  allowed  for  the  employment  of  a  blind  worker  should  be  for  a  limited 
term,  such  as  two  years,  and  the  percentage  of  credit  should  be  substantial  in  the 
beginning  and  should  gradually  decline  as  the  term  progresses.  Senator  Tal- 
madge's amendment  contained  numerous  provisions  to  protect  the  interests  of 
the  government  and  of  the  employee.  While  the  principal  subject  under  con- 
sideration is  a  welfare  program,  we  recommend  that  an  amendment  to  the  In- 
ternal Revenue  Code  be  included  in  H.R.  1,  which  would  offer  a  tax  credit  to 
an  employer  who  hires  a  blind  worker,  whether  he  is  a  recipient  of  welfare  or 
not. 

Senator  Talmadge's  idea  was  to  create  an  incentive  to  work.  The  tax  credit  pro- 
posed can  also  be  an  incentive  to  employ,  and  this  is  an  important  factor  to  blind 
persons,  who  do  not  always  find  the  potential  employer  willing  to  allow  an 
opportunity  to  work.  The  tax  credit  approach  requires  no  appropriation  and 
will  cost  the  Treasury  nothing  unless  it  results  in  a  permanent  job. 

19.  MANDATORY  STATE  SUPPLEMENTATION 

In  those  States  which  now  pay  larger  amounts  of  assistance  than  H.R.  1  would 
authorize,  there  can  be  no  assurance  that  recipients  in  those  States  will  not 
sustain  substantial  reductions  in  benefits  under  the  federalized  program  unless 
the  supplementation  by  the  States  is  made  mandatory.  The  federalization  of  the 
three  adult  categories  will  improve  living  conditions  for  blind  persons  in  most 
of  the  States,  but  the  American  Council  of  the  Blind  does  not  want  those  persons 
who  most  depend  upon  aid  to  the  blind  in  the  higher-paying  States  to  be  penalized 
by  the  change  to  an  all-federal  system.  Since  under  the  new  program  the  basic 
benefit  will  be  paid  by  the  federal  government,  such  mandatory  supplementation 
will  not  be  as  costly  to  the  affected  States  as  the  present  program. 

20.  FEDERAL  MATCHING  OF  STATE  SUPPLEMENTS 

While  the  amount  proposed  to  be  paid  in  monthly  benefits  by  the  federal  gov- 
ernment represents  substantial  increases  over  some  of  the  State  programs,  it  is 
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obvious  that  the  amounts  are  far  below  those  needed  for  a  decent  standard  of 
living.  The  number  of  persons  receiving  aid  to  the  blind  has  declined  over  a 
number  of  years  and  is  now  approximately  81,000  persons  in  the  entire  country. 
The  American  Council  of  the  Blind  advocates  that  H.R.  1  be  amended  to  provide 
for  federal  matching  for  voluntary  State  supplementation  of  federal  benefits  to 
blind  persons  and  that  there  be  federal  matching  to  pay  for  special  needs  of 
persons  within  this  category. 

21.  FEDERAL  CONTROL  OF  STATE-FINANCED  PROGRAMS 

A  part  of  the  language  of  proposed  Section  2016  would  give  the  federal  govern- 
ment some  control  over  State  supplementation  of  pension  programs  which  are 
financed  entirely  by  State  government.  These  provisions  (quoted  below)  would 
permit  the  Secretary  to  control  or  prohibit  increases  in  State  pension  plans  for 
blind  persons  in  Missouri  and  Pennsylvania,  even  though  none  of  the  money 
would  come  from  the  federal  government.  The  American  Council  of  the  Blind,  the 
Missouri  Federation  of  the  Blind,  and  the  American  Council  of  the  Blind  of 
Pennsylvania  advocate  amendments  which  would  delete  the  following  language 
from  proposed  Sections  "2016(a)"  and  "2016(b)  (1)  (B),  respectively : 

'<or  who  would  but  for  their  income  be  eligible  to  receive  benefits  under  this 
title"  (Page  536,  lines  16-17,  House-Pased  version  H.R.  1)  ; 
"except  that  the  supplementary  payment  shall  not  be  reduced,  on  account 
of  income  in  excess  of  the  maximum  amount  which  such  individual  could 
have  and  still  receive  such  a  benefit,  by  an  amount  greater  than  such  excess" 
(Page  537,  lines  16-29,  ibid.) . 
There  is  no  justification  for  federal  interference  in  the  administration  of  such 
State  pension  plans,  which  have  no  effect  upon  federal  benefits  to  other  blind 
persons. 

22.  JUDICIAL  REVIEW  OF  FINDINGS  OF  FACT 

Proposed  Section  2031  would  make  findings  of  fact  of  the  Secretary  con- 
clusive and  binding  and  would  exclude  such  findings  from  judicial  review.  This 
provision  is  more  restrictive  than  that  allowing  judicial  review  for  social  se- 
curity beneficiaries.  This  provision  cuts  off  all  judicial  recourse  for  all  mis- 
takes of  fact  and  arbitrary  judgments  of  administrative  employees  of  the 
Social  Security  Administration.  Section  205(g)  of  the  present  Act  is  far  from 
perfect,  and  this  provision  of  H.R.  1  would  create  a  far  worse  situation  for  those 
affected.  The  American  Council  advocates  that  the  Secretary's  findings  of 
fact  be  made  subject  to  judicial  review. 

23.  PUERTO  RICO,  THE  VIRGIN  ISLANDS,  AND  GUAM 

The  American  Council  of  the  Blind  concurs  with  the  views  of  Sen.  Abraham 
Ribicoff  on  the  subject  of  discrimination  against  residents  of  Puerto  Rico,  the 
Virgin  Islands  and  Guam  in  H.R.  1.  The  benefits  proposed  to  be  paid  are  federal 
benefits,  and  there  is  no  justification  for  reducing  the  amounts  because  of  the 
residence  of  the  beneficiary.  The  cost  of  living  in  these  Territories  is  higher 
than  in  most  States ;  yet  H.R.  1  proposes  that  people  in  the  Territories  receive  a 
fraction  of  the  payments  which  will  go  to  residents  of  those  State  where  the 
cost  of  living  is  lowest.  We  advocate  an  amendment  to  place  eligible  persons 
residing  in  Puerto  Rico,  the  Virgin  Islands  and  Guam  in  an  equal  status  with 
all  others.  The  present  provision  of  H.R.  1  would  lead  to  an  acceleration 
in  the  migration  of  beneficiaries  into  the  States. 

24.  PROTECTION  OF  EMPLOYEES  OF  STATE  WELFARE  DEPARTMENTS 

The  federalization  of  welfare  programs  will  displace  many  State  employees 
unless  some  provision  is  made  in  H.R.  1  to  protect  the  rights,  benefits  and 
status  of  such  persons.  The  American  Council  of  the  Blind  is  concerned  about 
the  future  employment  of  blind  and  other  handicapped  employees  of  State 
welfare  departments  and  some  special  agencies  for  the  blind,  such  as  the 
North  Carolina  Commission  for  the  Blind,  the  Virginia  Commission  for  the 
Blind,  and  others.  These  employees  have  acquired  valuable  rights  and  benefits, 
such  as  retirement,  insurance  and  leave,  which  will  be  lost  even  if  they  are 
transferred  to  federal  employment  unless  special  provision  is  made.  The  Ameri- 
can Council  of  the  Blind  advocates  that  special  provision  be  made  in  H.R.  f 
to  protect  the  rights,  benefits  and  status  of  such  persons  and  to  transfer  them 
to  the  Social  Security  Administration. 
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t  The  Chairman.  The  concluding  witness  for  this  morning's  ses- 
sion is  Mr.  Irvin  P.  Schloss,  legislative  analyst.  American  Founda- 
tion for  the  Blind. 

STATEMENT   OF  IRVIN   P.    SCHLOSS,    LEGISLATIVE  ANALYST, 
AMERICAN  FOUNDATION  FOR  THE  BLIND,  WASHINGTON,  D.C. 

Mr.  Schloss.  Thank  you,  Mr.  Chairman.  I  have  submitted  a  pre- 
pared statement  which  I  would  appreciate  having  included  in  the 
record. 

The  Chairman.  Yes :  that  will  be  printed  just  as  you  submitted  it. 

Mr.  Schloss.  In  addition  to  representing  the  American  Foundation 
for  the  Blind,  I  am  also  representing  the  American  Association  of 
Workers  for  the  Blind  and  Blinded  Veterans  Association  this  morn- 
ing. All  three  of  these  national  organizations  endorse  enactment  of 
H.H.  1,  with  some  amendments  which  we  think  will  improve  and 
strengthen  the  various  programs  under  the  Social  Security  Act. 

With  regard  to  old  age  survivors  and  disability  insurance  bene- 
fits, we  wholeheartedly  endorse  the  increases  in  the  benefits  and  the 
increase  in  the  taxable  wage  base  to  $10,200.  We  believe  that  this  is 
the  -  only  way  that  cash  benefits  under  the  social  security  system 
are  going  to  get  anywhere  near  what  people's  earnings  were  so  that 
retirement  years  won't  be  years  of  financial  hardship. 

We  also  endorse  tying  the  increase  in  the  cash  benefits  structure  and 
wage  base  to  the  Consumer  Price  Index  during  periods  before  Con- 
gress has  time  to  act. 

With  regard  to  the  survivors'  benefits,  permitting  a  widow  to  receive 
100  percent  of  the  primary  insurance  amount  at  age  65  is  a  major  step 
forward. 

We  would  urge  the  committee  to  give  serious  consideration  to  liber- 
alization of  benefits  for  disabled  widows,  widowers,  and  surviving 
divorced  wives.  These  individuals  are  extremely  hard  pressed,  and 
we  would  strongly  recommend  that  the  current  requirement  that  they 
not  be  eligible  until  they  are  50  years  old  be  stricken ;  that  there  be 
no  actuarial  reduction  in  their  benefits ;  and  that  the  definition  of  dis- 
ability for  them,  the  qualifying  definition  of  disability,  be  made  the 
same  as  it  is  for  the  disability  insurance  program.  It  is  much  too  harsh 
now. 

We  recently  learned  of  a  category  which,  if  we  were  correctly  in- 
formed, has  been  overlooked  in  this  program,  and  that  is  a  disabled, 
divorced  wife  who  but  for  the  fact  that  her  ex-husband  is  still  living 
would  otherwise  qualify.  She  is  excluded  even  though  for  valid  reasons 
beyond  the  ex-husband's  control,  support  payments  may  be  minimal 
or  nonexistent.  We  would  strongly  recommend  to  the  committee  that 
disabled,  divorced  wives  be  included  for  these  benefits  on  the  same  basis 
that  disabled  surviving  divorced  wives  are  included. 

We  also  appreciate  the  provisions  regarding  disability  insurance 
benefits  for  the  blind  in  section  123  of  H.R.  1.  We  concur  with  the  pre- 
vious witnesses  in  recommending  substitution  of  the  provisions  of  S. 
1335.  These  same  provisions  have  been  enacted  several  times  before  by 
the  Senate,  and  we  would  hope  that  the  committee  would  continue  this 
support.  We  believe  that  these  provisions  would  actually  serve  as  an 
incentive  to  rehabilitation  of  blind  beneficiaries  whereas  now  they  are 
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financially  penalized  in  the  name  of  rehabilitation  if  they  are  rehabili- 
tated for  low-paying  employment. 

With  regard  to  health  care  benefits,  we  certainly  think  it  is  a  major 
step  forward  to  include  the  various  categories  of  disability  beneficiaries 
in  the  title  XVIII  program.  We  would  recommend  that  two  additional 
categories  be  included:  the  disabled  wife  and  the  disabled,  divorced 
wife. 

We  would  also  recommend  that  the  cost  of  special  rehabilitation  cen- 
ter services  for  blind  and  other  severely  handicapped  individuals  be 
covered  under  medicare  in  the  same  way  that  other  types  of  extended- 
care  facilities  are  covered.  This  is  particularly  important  for  elderly 
blind  persons — elderly  severely  disabled  persons  who  cannot  expect  to 
get  similar  services  under  the  Federal- State  vocational  rehabilitation 
program.  These  are  essential  services  for  adequate  self-care  and  ade- 
quate personal  management  which  would  greatly  assist  in  enabling 
these  individuals  to  avoid  costlier  institutionalization  and  maintain 
themselves  more  independently  in  their  own  homes. 

With  regard  to  the  public  assistance  provisions,  we  certainly  wel- 
come the  federalization  of  the  three  adult  categories,  and  we  concur 
with  the  previous  witnesses  recommending  a  provision  that  would  re- 
quire maintenance  of  effort  in  terms  of  assuring  higher  benefits  in 
those  States  which  are  currently  paying  higher  benefits  than  the  new 
federalized  payments  would  be. 

We  would  also  underscore  the  points  made  about  retrogressive  fea- 
tures in  title  XX  as  it  appears  in  the  bill  with  regard  to  the  exempt 
earnings  provision,  the  $85-a-month  provision.  At  present  each  of  a 
blind  couple,  each  spouse,  is  entitled  to  the  exemption.  Under  H.K.  1, 
only  the  family  unit  is  eligible.  Also  under  title  X  eligibility  for  the 
exempt  earnings  provision  is  not  cut  off  at  age  65.  Under  H.fe.  1  it  is, 
and  we  would  respectfully  urge  the  committee  to  remove  these  retro- 
gressive restrictions  in  these  two  categories. 

We  would  also  strongly  endorse  the  referral  for  vocational  rehabili- 
tation services  for  all  disabled  beneficiaries  under  title  XX,  the  cost 
to  be  borne  by  the  Federal  Government,  that  is,  for  individuals  under 
age  65.  We  balieve  that  a  substantial  number  of  individuals  who  would 
like  to  work,  would  want  rehabilitation,  and  are  not  now  getting  it 
under  the  Federal- St  ate  program  would  be  greatly  benefited  by  these 
provisions. 

The  two  previous  witnesses'  organizations,  the  American  Council 
of  the  Blind  and  the  National  Federation  of  the  Blind,  join  with 
the  other  three  organizations  I  am  representing  in  recommending  sub- 
stantial improvements  to  title  V  of  the  Social  Security  Act  provid- 
ing for  maternal  and  child  health  and  crippled  children's  services. 
This  is  an  essential  program  which  hasn't  really  realized  its  potential 
for  ameliorating:  and  preventing  disability.  By  preventing  and  amel- 
iorating disability  in  infancy,  early  childhood,  and  preschool  years, 
I  think  we  can  avoid  the  costly  handicap  syndrome:  costly  special 
education,  costly  vocational  rehabilitation,  costly  welfare,  dependency, 
and  a  lot  of  heartache.  We  would  strongly  urge  the  committee  to  add 
the  provisions  of  S.  2434  to  H.R.  1.  S.  2434  revises  title  V  complete- 
ly in  very  positive  and  effective  fashion,  and  we  believe  that  this 
would  be  a  very,  very  valuable  program  for  mothers,  infants,  and 
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young  children,  in  terms  of  preventing  future  dependency  on  account 
of  handicaps  and  disability. 

We,  in  our  prepared  statement,  have  listed  several  suggested  changes 
in  the  provisions  under  S.  2434  which  we  think  would  improve  it, 
and  we  would  like  to  suggest  a  change  in  the  name  so  that  title  V 
would  become  the  comprehensive  children's  health  services  and  cata- 
strophic disability  program.  We  would  suggest  liberalization  of  the 
income  limitation  in  the  bill  which  would  assist  parents  to  meet  the 
staggering  costs  of  special  facilities  and  medical  care  for  serious  health 
problems  of  their  children.  We  would  suggest  authorizing  the  State 
agency  for  the  blind  to  serve  those  children  with  severe  visual 
problems. 

The  fourth  point  would  be  in  section  511  of  the  bill  where  the  term 
"crippled"  is  still  used.  We  would  recommend  changing  that  to  "handi- 
capped." The  term  "crippled"  in  existing  title  V  has  actually  kept  this 
program  from  realizing  its  full  potential  in  terms  of  meeting  the 
needs  of  children  with  all  types  of  handicaps. 

In  conclusion,  Mr.  Chairman,  we  would  strongly  recommend  that  the 
committee  take  favorable  action  on  H.R.  1  with  the  changes  we  have 
recommended. 

Thank  you. 

The  Chairman.  Well,  thank  you  very  much,  Mr.  Schloss.  You  have 
made  some  very  good  suggestions  here  on  ways  the  program  could  be 
improved. 

Are  there  any  further  questions,  gentleman  ? 
Well,  thank  you  very  much. 

(The  previous  witness'  prepared  statement  follows :) 

Statement  of  Irvin  P.  Schloss,  Legislative  Analyst,  American  Foundation 

for  the  Blind 

SUMMARY 

The  American  Foundation  for  the  Blind,  the  American  Association  of  Workers 
for  the  Blind,  and  the  Blinded  Veterans  Association  endorse  enactment  of  H.R.  1 
with  amendments. 

We  endorse  a  substantial  increase  in  OASI  cash  benefits,  the  increase  in  the 
taxable  wage  base  to  $10,200,  and  the  automatic  adjustment  in  the  cash  benefits 
structure  and  wage  base  related  to  the  Consumer  Price  Index. 

We  recommend  amending  H.R.  1  to  improve  survivor  benefits  for  disabled 
widows,  widowers,  and  surviving  divorced  wives  to  eliminate  the  eligibility  at  age 
50  requirement,  eliminate  actuarial  reduction  in  cash  benefits,  and  liberalize  the 
definition  of  disability. 

We  recommend  amending  Section  123  of  H.R.  1  to  substitute  the  provisions  of 
S.  1335  for  disability  insurance  for  the  blind. 

We  recommend  inclusion  of  the  cost  of  prescription  drugs  and  rehabilitation 
center  services  under  medicare.  We  endorse  extension  of  medicare  benefits  to  the 
various  categories  of  disabled  beneficiaries  and  recommend  coverage  of  a  disabled 
wife  and  disabled  divorced  wife  for  these  benefits  as  well.  We  also  recommend 
coverage  of  disabled  divorced  wives  for  cash  benefits. 

We  endorse  enactment  of  the  proposed  Title  XX  of  the  Social  Security  Act  and 
recommend  continued  eligibility  of  both  a  blind  aid  recipient  and  a  blind  spouse 
for  the  exempt  earnings  provisions  and  continued  eligibility  of  both  beyond  age  65. 
We  endorse  referral  of  all  disabled  aid  recipients  under  65  for  vocational  rehabili- 
tation services. 

The  American  Council  of  the  Blind  and  the  National  Federation  of  the  Blind 
join  the  three  organizations  mentioned  above  in  urging  inclusion  of  the  provisions 
of  S.  2434  in  H.R.  1  with  strengthening  amendments. 
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Statement 

Mr.  Chairman  and  members  of  the  Committee,  I  appreciate  this  opportunity 
to  testify  in  support  of  H.R.  1,  the  social  security  and  welfare  reform  bill  now 
pending  before  you.  Today  I  am  representing  three  national  organizations — the 
American  Foundation  for  the  Blind,  the  national  voluntary  research  and  con- 
sultant agency  in  the  field  of  services  to  blind  persons ;  the  American  Association 
of  Workers  for  the  Blind,  the  national  professional  membership  organization  in 
our  field ;  and  Blinded  Veterans  Association,  the  national  membership  organiza- 
tion of  the  Naltion's  war-blinded.  All  three  of  these  organizations  endorse  enact- 
ment of  H.R.  1  with  amendments  designed  to  strengthen  the  programs  covered 
by  the  Social  Security  Act. 

OASDI  INCBEASE 

The  three  organizations  I  am  presenting  wholeheartedly  endorse  a  substantial 
increase  in  cash  benefits  for  all  beneficiaries  under  Title  II  of  'the  Social  Security 
Act.  Rapid  increases  in  living  costs  in  recent  years  have  made  it  extremely 
difficult  for  OASDI  beneficiaries,  especially  those  who  must  rely  exclusively  on 
that  income,  to  live  at  a  level  adequate  for  minimum  human  needs.  We,  there- 
fore, believe  that  the  increase  should  be  substantially  higher  than  the  5% 
provided  for  in  the  bill.  We  strongly  endorse  the  provisons  in  the  bill  for 
automatic  increases  based  on  increases  in  the  Consumer  Price  Index.  This  will 
avoid  severe  financial  hardship  for  beneficiaries  during  periods  of  rapid  rises  in 
the  cost  of  living  similar  to  those  experienced  in  recent  years  before  the  Congress 
has  time  to  act.  However,  an  automatic  benefit  increase  mechanism  should  not 
preclude  periodic  Congressional  review  to  determine  the  need  for  further  addi- 
tional benefit  increases  to  make  OASDI  cash  payments  more  adequate  and  to 
take  into  account  generally  improved  living  standards. 

Similarly,  we  endorse  the  increase  in  the  taxable  wage  base  to  $10,200  with 
provision  for  automatic  increases  as  wage  levels  increase,  in  order  to  assure 
adequate  benefits  to  current  and  future  beneficiaries  more  closely  related  to 
their  total  earnings  during  their  working  years.  Over  the  years  wage  levels 
have  increased,  but  the  taxable  wage  base  has  not  been  raised  in  the  same  pro- 
portion. As  a  result,  retired  persons  have  found  that  the  so-called  "golden  years" 
of  retirement  to  which  they  have  looked  forward  were,  in  effect,  years  of 
financial  deprivation  with  the  need  for  drastically  reduced  living  standards. 
Again,  automatic  wage  base  adjustments  should  not  preclude  Congressional 
review  to  assure  actuarial  soundness  of  financing  and  to  make  necessary 
adjustments. 

IMPROVED  SURVIVOR  BENEFITS 

All  three  organizations  welcome  and  endorse  the  provision  in  H.R.  1  increasing 
the  widow's  (or  widower's  benefit  at  age  65  to  100%  of  her  deceased  husband's 
primary  insurance  amount  with  actuarial  reductions  if  she  accepts  benefits 
before  age  65.  We  also  welcome  the  provision  in  H.R.  1  extending  eligibility  for 
disabled  child's  benefits  to  individuals  whose  disability  occurred  before  age  22. 

..We  would  strongly  recommend  liberalization  for  disabled  widows,  widowers, 
and  surviving  divorced  wives,  so  that  these  particularly  hard-pressed  individuals 
will  receive  more  adequate  cash  benefits.  Existing  eligibility  requirements  on  cash 
benefits  for  these  individuals  are  unduly  harsh.  We  recommend  the  following  im- 
provements:  (1)  elimination  of  the  age  50  requirement  as  the  minimum  age 
qualification;  (2)  cash  benefits  based  on  100%  of  the  primary  insurance  amount 
of  the  deceased  individual  on  whose  wage  record  the  benefit  is  based;  and  (3) 
making  the  qualifying  definition  of  disability  the  same  as  that  used  for  disability 
insurance. 

DISABILITY  INSURANCE  FOR  THE  BLIND 

We  appreciate  inclusion  of  Section  123  in  H.R.  1  but  strongly  recommend  sub- 
stitution of  the  provisions  of  S.  1335,  which  would  make  it  possible  for  blind  per- 
sons to  qualify  for  cash  disability  insurance  benefits  with  at  least  six  quarters  of 
covered  employment  without  regard  to  their  ability  to  engage  in  substantial  gain- 
ful activity.  Of  course,  the  actual  amount  of  disability  insurance  cash  benefits 
will  vary  with  the  number  of  quarters  in  covered  employment  and  the  wage 
credits  of  the  individual.  This  bill  would  base  the  award  of  cash  benefits  on  a 
medical  determination  that  blindness  exists  and  that  the  condition  severely  cur- 
tails opportunities  for  employment  and  is  a  serious  handicap  in  other  than  eco- 
nomic ways. 
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We  are  firmly  convinced  that  enactment  of  the  provisions  of  S.  1335  into  law 
will  definitely  serve  to  spur  the  rehabilitation  of  blind  persons.  By  providing  blind 
persons  with  an  economic  floor  from  which  to  operate  while  rehabilitating  them- 
selves, the  Congress  will  give  them  an  opportunity  to  explore  various  occupations 
without  the  risk  of  losing  their  benefits  should  they  fail  in  one  endeavor  and  find 
it  necessary  to  try  something  else. 

On  the  other  hand,  the  existing  law  serves  as  a  deterrent  to  rehabilitation ;  for 
there  is  no  incentive  to  experiment  when  a  blind  person  has  to  risk  losing  the 
security  of  his  cash  benefits  when  he  accepts  employment  which  may  provide  an 
income  substantially  smaller.  As  you  know,  the  term  "ability  to  engage  in  sub- 
stantial gainful  activity"  in  the  present  definition  of  disability  is  variously  inter- 
preted across  the  country  by  the  different  state  agencies  making  disability 
determinations.  Thus,  an  individual  who  earns  anywhere  from  $840  to  $1,680  a 
year  after  rehabilitation  will  no  longer  be  entitled  to  receive  any  disability  in- 
surance cash  benefits,  depending  on  the  state  in  which  he  resides.  The  liberaliza- 
tion of  the  retirement  test  in  H.R.  1  on  which  this  formula  is  based  would  only 
increase  these  amounts  to  between  $1,000  and  $2,000.  Since  the  cash  benefits 
could  easily  have  been  double  the  individual's  earned  income,  the  present  definition 
of  disability  works  a  hardship  on  the  disabled  individual  and  his  family  in  the 
name  of  rehabilitation. 

We  know  from  the  experience  of  World  War  II  and  Korean  Conflict  blinded 
veterans  that  the  floor  of  financial  security  provided  by  their  disability  com- 
pensation has  been  an  incentive  rather  than  a  deterrent  to  rehabilitation.  We 
can  confidently  predict  that  the  same  will  be  true  of  blind  disability  insurance 
beneficiaries  under  Social  Security. 

HEALTH  CARE  BENEFITS 

With  regard  to  health  care  benefits  under  Title  XVIII,  we  believe  that  the 
program  should  be  improved  to  cover  the  cost  of  prescription  drugs,  a  burdensome 
cost  which  consumes  a  substantial  aprt  of  an  elderly  individual's  monthly  cash 
benefit.  Adequate  medical  care  of  many  chronic  ailments  of  the  elderly  requires 
the  use  of  expensive  medciation.  We  believe  that  the  cost  of  covering  prescription 
drugs  would  be  offset  by  avoiding  or  delaying  the  need  for  costlier  inpatient  care 
in  a  hospital  or  extended  care  facility. 

We  welcome  the  provision  in  H.R.  1  covering  disability  insurance  beneficiaries, 
disabled  children,  as  well  as  disabled  widows,  widowers,  and  surviving  divorced 
wives  for  health  care  benefits  under  Title  XVIII.  The  special  needs  of  these  in- 
dividuals for  adequate  health  care  may  be  even  more  acute  than  the  needs  of 
most  elderly  people  already  covered,  while  their  financial  resources  may  be  more 
limited.  However,  neither  a  disabled  wife  nor  a  disabled  divorced  wife  are  covered 
for  Title  XVIII  benefits,  nor  is  a  disabled  divorced  wife  entitled  to  receive  cash 
benefits  under  Title  II.  We  believe  that  these  situations  are  inequities  which 
should  be  corrected  by  appropriate  amendments  to  H.R.  1.  The  financial  problems 
of  severe  disability  clearly  necessitate  more  favorable  consideration  by  the  Com- 
mittee for  individuals  in  these  two  categories. 

Finally,  we  would  recommend  improving  Title  XVIII  to  cover  special  rehabili- 
tation center  services  designed  to  train  blind  and  otherwise  disabled  persons  for 
more  adequate  self -care.  This  would  be  particularly  important  to  older  bene- 
ficiaries who  can  not  expect  similar  services  under  the  Federal-State  vocational 
rehabilitation  program. 

PUBLIC  ASSISTANCE  BENEFITS 

The  three  organizations  I  am  representing  strongly  recommend  favorable  action 
by  the  Committee  on  the  proposed  Title  XX  of  the  Social  Security  Act  federalizing 
the  three  adult  assistance  categories.  We  believe  that  these  provisions  are  for- 
ward looking  and  will  eliminate  unduly  low  payments  made  to  these  aid  recipients 
in  some  states.  However,  we  would  recommend  inclusion  of  a  provision  to  require 
state  supplementation  by  those  states  whose  payments  to  recipients  are  presently 
higher  than  the  maximum  proposed  in  Title  XX  in  order  to  prevent  serious 
hardship  to  aid  recipients  in  those  states. 

With  regard  to  exemption  of  certain  earnings  of  Aid  to  the  Blind  recipients 
under  the  new  Title  XX,  the  provisions  are  retrogressive  compared  with  existing 
law.  We  would  strongly  recommend  that  blind  recipients,  including  an  eligible 
couple  who  are  blind,  each  be  entitled  to  exemption  of  certain  earnings  in  deter- 
mining their  need  for  assistance  and  that  they  be  permitted  to  qualify  for  this 
exemption  after  reaching  age  65.  Both  of  these  provisions  are  in  the  existing  law 
under  Title  X,  and  we  believe  that  the  new  provisions  unduly  penalize  blind  aid 
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recipients.  At  the  same  time,  we  would  urge  the  Committee  to  increase  the  basic 
amount  of  exempt  earnings  from  $85  a  month  to  $150  a  month  to  make  it  possible 
for  those  individuals  who  are  capable  of  some  work  to  achieve  a  better  standard 
of  life. 

We  endorse  the  provision  of  H.R.  1  requiring  referral  of  disabled  aid  recipients 
under  age  65  for  vocational  rehabilitation  services  with  the  full  cost  of  such  serv- 
ices to  be  covered  by  Federal  funds.  We  believe  that  this  provision  if  properly 
administered  should  result  in  a  large  group  of  severely  handicapped  individuals 
receiving  more  adequate  vocational  rehabilitation  services  than  has  been  the  case 
in  the  past. 

MATERNAL  AND  CHILD  HEALTH  AND  CRIPPLED  CHILDREN'S  SERVICES 

Both  the  American  Council  of  the  Blind  and  the  National  Federation  of  the 
Blind,  whose  representatives  are  appearing  before  this  Committee  on  other  as- 
pects of  the  Social  Security  Act,  join  with  the  American  Foundation  for  the 
Blind,  the  American  Association  of  Workers  for  the  Blind,  and  the  Blinded  Vet- 
erans Association  in  advocating  improvements  in  Title  V. 

Title  V  of  the  Social  Security  Act  has  been  far  too  limited  in  reaching  and 
serving  children  with  various  conditions  which,  if  not  corrected  in  time,  are 
seriously  disabling.  In  particular,  children  with  serious  vision  and  hearing  prob- 
lems have  not  been  adequately  served  by  the  existing  program.  Limited  Federal 
financing,  loose  State  plan  provisions  which  permitted  States  to  serve  only  certain 
types  of  disabled  children,  the  term  ''crippled  children"  itself — all  of  these 
have  been  factors  which  have  seriously  limited  the  effectiveness  of  the  present 
Title  V  in  providing  adequate  maternal  and  child  health  as  well  as  handicapped 
children's  services.  S.  2434  effectively  corrects  these  shortcomings  by  assuring 
comprehensive  health  care  and  essential  related  services  to  mothers,  infants, 
and  children ;  and  we  strongly  urge  the  Committee  to  add  its  provisions  to  H.R.  1. 

We  particularly  welcome  the  provision  of  S.  2434  which  would  provide  diagnos- 
tic services  to  all  infants  regardless  of  family  income.  As  the  Committee  is  aware, 
there  are  many  conditions  which  are  partially  or  totally  disabling  in  adults,  but 
which,  if  treated  in  early  childhood,  can  be  ameliorated  or  avoided  altogether. 
We  are  particularly  aware  of  two  eye  diseases  which  are  correctable  in  chil- 
dren and  which  will  illustrate  the  value  of  a  nationwide  screening  program. 
Strabismus  (crossed  eyes)  is  a  condition  which  is  readily  correctable  through 
the  use  of  prescription  eye  glasses  or  surgery.  If  not  corrected,  vision  in  the 
crossed  eye  is  suppressed  until  severe  sight  loss  results.  Similarly,  amblyopia  ex 
anopsia  (lazy  eye)  is  a  condition  which  results  in  severe  sight  loss  in  the  sup- 
pressed eye.  Both  of  these  conditions  should  be  detected  and  treated  as  early  as 
possible  in  the  preschool  years  in  order  to  prevent  the  serious  sight  loss  which 
may  then  necessitate  costly  special  education  and  vocational  rehabilitation 
procedures. 

In  addition,  we  strongly  support  the  provisions  of  S.  2434  which  provide  a 
Federal  program  to  assist  parents  of  handicapped  children  to  pay  the  often  stag- 
gering costs  of  special  facilities  and  medical  care  for  their  children.  We  hope 
that  these  provisions  will  be  enacted  into  law. 

We  would  urge  the  Committee  to  make  several  changes  which  we  believe  would 
increase  the  effectiveness  of  the  program  authorized  by  S.  2434.  First,  we  would 
recommend  that  the  title  of  Title  V  be  changed  to  read  "Comprehensive  Children's 
Health  Services  and  Catastrophic  Disability  Program"  to  more  adequately  reflect 
the  scope  of  the  program.  Second,  we  would  recommend  liberalization  of  the 
income  limitations  in  Section  503  to  take  into  account  the  more  pressing  needs  of 
families  with  several  dependent  children  in  contrast  to  using  a  single  annual 
taxable  income  figure  for  every  family.  Families  which  have  several  children 
including  one  with  a  serious  costly  health  or  disability  problem  are  more  pressed 
financially.  Third,  we  would  recommend  that  Section  505(a)  (4)  be  amended  by 
adding  at  the  end  of  the  paragraph  the  following  wording:  "except  that  the  State 
agency  serving  blind  persons  may  be  designated  as  the  State  agency  administer- 
ing or  supervising  the  administration  of  that  part  of  the  State  plan  affecting 
services  for  children  with  visual  impairments."  Fourth,  we  would  strongly  urge 
the  Committee  to  change  the  word  "crippled"  in  the  title  and  text  of  Section  511 
to  "handicapped"  to  more  accurately  reflect  the  scope  of  the  program  and  to 
prevent  exclusion  of  research  activities  on  non-orthopedic  handicapping 
conditions. 
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CONCLUSION 

In  closing,  Mr.  Chairman,  I  should  like  to  express  the  appreciation  of  all  of  the 
organizations  I  am  representing  for  the  consideration  this  Committee  is  giving 
our  recommendations.  We  believe  that  these  recommendations  will  strengthen 
our  social  insurance  programs  in  urgently  needed  ways,  improve  Title  V  pro- 
grams, and  materially  aid  public  assistance  recipients.  We  sincerely  hope  that  the 
Committee  will  take  favorable  action  on  these  recommendations. 

The  Chairman.  That  concludes  this  morning  session.  I  will  urge 
that  the  staff  try  to  make  available  to  members  the  prepared  statements 
of  witnesses  for  tomorrow  so  if  they  have  prepared  questions  that  can 
be  submitted  in  the  interest  of  expediting  the  hearings,  that  they  can 
submit  questions  and  also  be  apprised  of  what  the  witnesses  are  ex- 
pected to  testify  to. 

Thanks  very  much  to  all  members  for  being  here  this  morning. 

We  will  recess  until  10  o'clock  tomorrow  morning. 

(Whereupon,  at  11 :30  a.m.,  the  hearing  was  recessed  to  reconvene 
at  10  a.m.,  Friday,  January  21, 1972.) 
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FRIDAY,  JANUARY  21,  1971 

U.S.  Senate, 
Committee  on  Finance, 

Washington,  D.C. 
The  committee  met,  pursuant  to  recess,  at  10  a.m.,  in  room  2221, 
New  Senate  Office  Building,  Senator  Kussell  B.  Long  (chairman) 
presiding. 

Present:  Senators  Long,  Anderson,  Talmadge,  Kibicoff,  Byrd,  Jr., 
of  Virginia,  Nelson,  Bennett,  Curtis,  Jordan  of  Idaho,  Fannin,  and 
Hansen. 

The  Chairman.  This  hearing  will  come  to  order. 

The  first  witness  this  morning  is  the  Senator  from  Florida,  Mr. 
Edward  J.  Gurney. 

Senator  Gurney,  we  are  very  happy  to  have  you  here  today  and  we 
will  be  pleased  to  hear  your  views  on  this  bill. 

STATEMENT  OF  THE  HONORABLE  EDWARD  J.  GURNEY,  A  U.S. 
SENATOR  FROM  THE  STATE  OF  FLORIDA 

Senator  Gurney.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee. 

I  want  to  take  this  opportunity  to  express  my  concern  that  imme- 
diate action  ought  to  be  taken  to  improve  social  security  benefits  for 
our  older  citizens  and  I  know  the  committee  agrees  with  me  that  the 
older  people  of  this  country  should  not  continue  to  be  denied  needed 
reforms  in  their  social  security  protection  any  longer.  If  we  can't 
agree  on  changes  needed  in  the  welfare  program,  then  we  owe  it  to 
our  senior  citizens  to  pass  the  social  security  and  medicare  parts  of 
H.E.  1  now. 

When  we  talk  about  our  older  population  we  are  discussing  a  large 
and  growing  proportion  of  our  people.  For  instance,  the  1970  census 
counted  20,049,592  older  Americans  out  of  a  total  of  203,165,699  resi- 
dents, or  9.9  percent.  In  1900  the  census  counted  3.1  million  older  per- 
sons out  of  76  million  residents,  or  only  4.1  percent.  Today,  the  under- 
65  population  is  two  and  a  half  times  as  large  as  it  was  in  1900  but  the 
65-and-over  group  is  six  and  a  half  times  as  large. 

Moreover,  the  older  population  is  essentially  a  low-income  group 
even  though  there  are  considerable  numbers  of  wealthy  among  them. 
In  1970  half  of  the  7.2  million  families,  whose  heads  of  household 
were  65  and  over,  had  money  income  of  less  than  $5,953.  Almost  a 
quarter  of  the  older  families  had  1970  incomes  of  less  than  $3,000.  Of 
the  5.8  million  older  persons  living  alone  or  with  nonrelatives,  half 
had  1970  incomes  of  less  than  $1,500.  It  is  clear  from  these  facts  that 
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we  must  take  action  to  improve  the  economic  condition  of  these  indi- 
viduals who  are  now  retired  from  the  work  force  but  who  have  done 
so  much  to  expand  our  economy  in  the  past. 

Only  last  month  a  White  House  Conference  on  Aging  meeting  here  in 
Washington  pointed  out  in  no  uncertain  terms  that  income  was  one 
of  the  most  important  concerns  of  the  millions  of  older  Americans  it 
represented. 

The  income  section  of  this  conference  pointed  out  that  there  is  no 
substitute  for  money  if  people  are  to  be  free  to  exercise  choices  in  their 
style  of  living.  Although  it  recognized  that  during  the  sixties  the  el- 
derly, as  a  whole,  enjoyed  increased  prosperity  due  to  greater  em- 
ployment opportunities,  better  old  age  security  and  other  public  and 
private  benefits,  the  income  section  also  pointed  out  the  last  2  years  may 
have  witnessed  the  reversal  of  these  trends  as  inflation  eroded  the 
purchasing  power  of  fixed  incomes  and  rising  unemployment  reduced 
job  opportunities  for  older  workers. 

The  report  submitted  by  this  section  at  the  closing  session  of  the 
White  House  Conference  stated  that  "direct  action  to  increase  the 
income  of  the  elderly  is  urgent  and  imperative." 

It  was  because  I  share  this  view  that  on  November  17,  1971,  I  pre- 
sented an  amendment  to  the  Revenue  Act  of  1971  which  dealt  with 
the  social  security  and  medicare  improvements  contained  in  the  legisla- 
tion before  you  today.  It  was  my  hope  that  this  action  would  have 
prevented  unnecessary  delays  in  getting  these  much-needed  and  es- 
sentially noncontroversial  improvements  in  the  Social  Security  Act 
passed  and  the  benefits  delivered  to  our  older  people. 

The  amendment  consisted  of  three  basic  parts :  First,  the  provisions 
relating  to  old-age,  survivors'  and  disability  insurance;  second,  pro- 
visions relating  to  medicare,  medicaid  and  maternal  and  child  health ; 
and  third,  provisions  relating  to  certain  aspects  of  welfare. 

Mr.  Chairman,  as  you  pointed  out  when  this  proposed  amendment 
was  discussed  on  the  floor,  its  provisions  were  basically  written  by  this 
committee  and  they  are  excellent  provisions.  In  fact,  the  Senate 
passed  them  in  1970 ;  however,  because  the  Senate  did  not  want  to  be- 
come involved  with  numerous  other  proposed  amendments  to  the  Reve- 
nue Act,  my  proposed  amendment  was  tabled. 

•Therefore,  I  would  like  to  take  this  opportunity  to  highlight  the 
important  provisions  contained  in  these  amendments  which  are  a  part 
of  H.R.I. 

One  of  the  most  important  provisions  in  H.R.  1  is  the  proposed 
5-percent  increase  in  benefits  in  social  security  effective  July  1,  1972. 
This  increase  is  long  overdue  and  should  be  acted  on  at  once.  Even 
though  5  percent  is  not  a  large  amount  it  will  mean  a  great  deal 
to  those  older  Americans  who  are  struggling  along  at  or  below  the 
poverty  level. 

Another  important  provision  in  the  bill  before  us  is  the  automatic 
cost-of-living  adjustments  in  benefits.  The  statement  I  quoted  earlier 
from  the  recent  White  House  Conference  on  Aging  underscored  the 
importance  of  this  provision.  Older  people  should  not  have  to  wait 
for  congressional  action  which,  as  has  been  true  with  this  bill,  is  often 
slowed  down  because  of  more  controversial  proposals  tacked  on  to 
social  security  legislation. 
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H.K.  1  also  provides  for  an  increase  in  widows'  benefits  from  the 
present  amount  of  82.5  percent  of  her  husband's  benefit  to  an  amount 
equal  to  100  percent  of  the  deceased  husband's  benefit.  Instead  of  suf- 
fering a  severe  drop  in  income,  widows  who  must  still  pay  the  same 
rent,  electricity,  heat,  water  and  other  bills  they  did  before  their  hus- 
bands' deaths,  will  see  a  relative  improvement  in  their  economic 
position. 

Another  very  important  provision  contained  in  the  amendment  I 
proposed  was  an  increase  in  the  earnings  limitation  on  social  security 
recipients.  I  realize  that  the  House  advocates  the  $2,000  earnings  limit 
contained  in  H.R.  1  and  that  the  Senate  last  year  advocated  raising 
that  level  to  $2,400. 

Personally,  I  would  like  to  see  the  earnings  limit  removed  altogether. 
If  that  is  impossible  at  this  time,  I  would  like  to  see  a  $3,000  limit. 
It  is  my  hope  that  the  committee  will  incorporate  a  $3,000  earnings 
limit  provision  into  this  bill.  This  will  encourage  the  older  American 
to  participate  in  productive  work  when  it  is  available  rather  than 
withdrawing  into  isolation. 

Other  proposals  contained  in  H.R.  1  assist  those  who  are  disabled. 
Under  present  law,  a  person  must  wait  6  months  from  the  time  he 
becomes  disabled  to  the  time  that  he  can  begin  to  draw  benefits,  and 
then  the  benefits  are  not  retroactive.  This,  in  effect,  amounts  to  a  6- 
month  wait  before  one  can  begin  being  compensated  for  benefits  to 
which  he  is  entitled. 

H.R.  1  provides  for  a  waiting  period  for  disability  benefits  of  5 
months,  and,  in  effect,  adds  an  additional  month  of  benefits  over  and 
above  that  provided  by  present  law.  These  are  all  good  provisions 
and  should  be  adopted. 

In  addition,  due  to  their  urgent  need  for  health  insurance  protection, 
medicare  coverage  should  be  extended  to  the  disabled. 

Another  significant  provision  in  this  bill  provides  that  should  an 
individual  receive  an  increase  in  social  security  benefits,  the  State 
could  not  reduce  its  assistance  to  that  individual  to  the  point  that  he 
receives  no  benefit  from  the  increase.  Now,  if  a  person  receives  a  $10 
increase  in  social  security  benefits,  the  State  often  decreases  the 
amount  he  was  receiving  under  State  public  assistance  programs. 
Moreover,  a  rise  in  social  security  often  cancels  other  State  benefits 
to  the  aged;  hence  the  social  security  increase  is  nullified.  This  in- 
equity must  be  eliminated. 

These  proposals,  and  many  others,  have  been  considered  carefully 
in  the  past  by  this  committee  and  by  the  Members  of  the  Senate.  There 
is  no  sound  reason  for  delaying  action  any  longer.  We  should  think 
of  the  older  American  who  is  in  dire  need  of  an  immediate  increase 
in  his  social  security  benefits  and  take  the  action  required  to  get  those 
benefits  to  him. 

Mr.  Chairman,  let  me  dwell  for  a  moment  on  the  welfare  provisions 
of  this  bill. 

Welfare  reform,  as  we  all  know,  is  a  knotty  problem  to  say  the 
least.  I  find  myself  in  agreement  with  the  remarks  of  the  distinguished 
chairman  of  this  committee  yesterday  in  the  opening  meeting  of  the 
Finance  Committee  as  to  the  objectives  of  any  welfare  reform 
program. 
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I  would  hope  that  this  committee  will  include  in  this  bill  provisions 
for  enforcing  the  requirement  that  able-bodied  people  accept  work  or 
be  removed  from  the  welfare  rolls.  I  also  feel  that  provisions  giving 
people  an  incentive  to  work  should  be  included. 

Laziness  should  not  be  subsidized  at  the  expense  of  the  hard-work- 
ing people  who  bear  the  financial  burden  of  any  welfare  program  we 
consider. 

With  regard  to  the  proposed  program  of  family  assistance,  I  feel 
it  imperative  that  we  pass  legislation  that  promotes  family  unity 
rather  than  discourages  it  and  that  encourages  families  to  work  and 
eventually  get  off  welfare  rather  than  loaf  at  the  taxpayers'  expense. 
To  do  anything  else  would  be  inconsistent  with  the  other  purposes  of 
this  bill  which  are  to  aid  those  who  have  worked  for  a  lifetime  and  de- 
serve security  now  that  they  are  unable  to  support  themselves. 

Mr.  Chairman,  I  thank  you  for  the  opportunity  to  appear  before 
the  committee  today  and  I  certainly  sympathize  with  you  in  your  de- 
liberations in  marking  up  this  very  controversial  bill. 

Holding  the  Aged  Hostage  for  Guaranteed  Minimum  Income 

for  Families 

The  Chairman.  Senator  Gurney,  along  the  line  of  what  you  are 
saying,  in  1970  we  passed  that  social  security  bill  with  a  lot  of  the 
things  you  are  talking  about  in  it  and  the  House  wouldn't  even  go  to 
conference  with  us  at  that  time.  I  went  down  and  talked  to  the  Presi- 
dent about  this  problem.  He  was  anxious  to  have  the  family  assistance 
plan  considered  and  I  made  the  point  that  we  had  all  these  provisions 
that  benefited  these  aged  people. 

We  had  social  security  increase.  It  was  a  good  bill  as  far  as  it  went 
and  that  is  all  you  can  say  for  any  bill — it  is  a  good  thing  as  far  as  it 
goes.  I  have  never  yet  seen  a  bill  that  is  going  to  solve  the  Nation's 
problem  or  even  the  Nation's  problems  in  that  field.  There  will  be  more 
problems  next  year  or  next  month.  So  I  urged  the  President  to  put 
himself  in  the  position  of  urging  a  conference  to  preserve  as  much  as 
we  could  of  the  things  that  were  passed  in  that  bill. 

I  might  as  well  have  been  talking  to  a  stone  wall  because  the  decision 
had  been  made  over  in  the  department  to  hold  all  these  old  people 
hostage  for  this  guaranteed  annual  income  for  not  working.  I  think  you 
and  I  are  pretty  much  agreed  that  if  we  are  going  to  have  a  program 
for  the  working  poor — and  I  am  for  it — it  ought  to  be  for  poor  people 
who  are  working  and  it  ought  not  to  be  for  poor  people  who  are  not 
working. 

They  ought  to  have  a  different  program  so  that  if  they  want  to 
have  the  dignity  of  being  in  the  work  force  they  would  not  be  on  wel- 
fare. We  shouldn't  downgrade  labor  and  put  the  honorable  working 
people  in  the  same  category  with  those  who  should  be  working,  could 
work,  and  refuse  to  work.  Plus  that,  you  and  I  know  you  have  got  a 
tremendous  number  of  people  on  welfare  who  shouldn't  be  there. 

A  typical  example  is  where  a  father  is  making  $7,000  or  $8,000  a 
year  living  right  there  in  the  house  with  the  mother.  It  is  not  to  his 
advantage  to  marry  her  because  he  can  just  deny  he  is  paying  any- 
thing for  the  support  of  those  children  and  they  can  draw  the  full  wel- 
fare payment;  whereas  if  they  had  married  they  wouldn't  get  it.  That 


801 


type  of  paid  subsidy  not  to  marry  and  paid  subsidy  for  illegitimacy  is 
a  disgrace  to  this  country  and  anybody  who  votes  for  it  ought  to  be 
voted  out  of  office,  in  my  judgment. 

Now,  that  is  the  difference  between  a  program  to  help  working  poor 
and  a  program  for  a  guaranteed  annual  wage  for  doing  nothing. 

I  couldn't  agree  with  you  more  that  these  things  that  are  really  non- 
controversial  or  less  controversial,  should  never  be  held  up  for  2  years 
as  has  been  the  case  here,  holding  these  people  hostage,  trying  to  put 
a  lot  of  people  on  those  rolls  who  don't  belong  there,  and  holding  hon- 
orable people  who  have  done  no  mischief  in  their  life  as  hostage  for 
all  this  is  really,  I  think,  a  miscarriage  of  justice.  I  couldn't  agree  with 
you  more  on  your  general  philosophy  about  that. 

Senator  Gurney.  Thank  you,  Mr.  Chairman. 

Of  course,  that  is  why  that  cost  of  living  provision,  I  think,  is  so 
important  to  the  bill  because  maybe  that  will  move  the  social  security 
hostage  aspect  out  of  bills  in  the  future.  I  mean  social  security  raises 
in  the  future  and  I  think  we  ought  to  do  that.  Thank  you. 

The  Chairman.  Any  questions? 

Senator  Curtis.  I  just  Avanted  to  thank  the  Senator  for  his  state- 
ment. You  have  had,  among  other  things,  given  us  some  condensation 
of  some  important  statistics  that  have  a  bearing  on  this  legislatiton. 
We  thank  you. 

Senator  Gurney.  Thank  you,  Senator  Curtis. 

The  Chairman.  Thank  you  so  much,  Senator  Gurney.  Next  we  will 
hear  from  Mr.  Joseph  Pechman  and  Mrs.  Alice  M.  Rivlin,  speaking 
for  the  Brookings  Institution. 

We  are  pleased  to  have  you,  Mr.  Pechman,  also  you,  Mrs.  Rivlin. 
Are  you  with  the  Brookings  Institution  now  or  are  you  still  with 
the  Washington  Post  ,  or  both  ? 

Mrs.  Rivlin.  I  frequently  write  for  the  Post  but  I  work  for  the 
Brookings  Institution. 

STATEMENT  OF  JOSEPH  A.  PECHMAN  AND  ALICE  M.  RIVLIN,  THE 
BROOKINGS  INSTITUTION,  WASHINGTON,  D.C. 

Mr.  Pechman.  Thank  you  very  much  for  your  invention,  Mr.  Chair- 
man. I  am  trying  to  save  my  A^oice.  I  am  just  over  a  bout  with  laryngitis 
and  Mrs.  Rivlin  has  agreed  to  read  our  joint  statement.  I  might  say 
that,  before  she  returned  to  Brookings,  Mrs.  Rivlin  was  an  Assistant 
Secretary  of  HEW  and  is  much  more  of  an  authority  on  this  subject 
than  I  am. 

Mrs.  Rivlin.  Mr.  Chairman,  we  are  happy  to  have  an  opportunity 
to  present  our  views  on  welfare  reform  to  this  committee. 

We  believe  that  such  reform  is  a  matter  of  great  national  urgency. 
The  present  welfare  system  is  unworkable  and  it  is  imperative  that  this 
Congress  take  action  to  overhaul  it. 

The  failures  of  the  current  welfare  system  are  well  known  to  this 
committee  and  we  will  not  dwell  on  them.  The  present  collection  of 
public  assistance  programs  do  not  adequately  assist  those  in  need.  They 
do  not  provide  sufficient  incentives  to  work.  They  treat  people  in 
similar  circumstances  very  differently  depending  on  where  they  hap- 
pen to  live  and  what  kind  of  family  they  happen  to  belong  to. 
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We  believe  that  this  patchwork  of  public  assistance  programs  is  a 
failure  and  should  be  replaced  with  a  uniform  national  system  of 
income  assistance  designed  to  accomplish  two  objectives :  (1)  It  should 
insure  that  all  Americans  have  enough  income  to  purchase  the  necessi- 
ties of  life  and  especially  that  no  child  grows  up  in  such  deprivation 
that  he  is  denied  a  real  chance  to  grow  into  a  healthy,  productive  adult ; 
(2)  it  should  insure  that  everyone  can  improve  his  income  by  working. 
Not  only  must  there  be  jobs  available  but  those  who  fill  them  must  be 
able  to  keep  a  substantial  portion  of  their  earnings  so  that  they  are 
demonstrably  better  off  by  working  than  by  not  working. 

We  believe  that  the  best  way  to  reach  these  objectives  is  to  enact 
a  type  of  system  which  economists  generally  refer  to  by  the  somewhat 
unfortunate  term  of  "negative  income  tax."  Under  a  negative  income 
tax  a  family  with  no  other  income  receives  a  basic  allowance  determined 
by  family  size.  As  family  earnings  increase,  the  payment  is  reduced, 
but  not  by  as  much  as  the  increase  in  earnings.  The  family  keeps  a 
fraction  of  its  earnings  and  is  always  better  off  by  working  than  by 
not  working. 

The  term  "negative  income  tax"  arises  because  such  a  system  is  closely 
analogous  to  the  regular,  positive,  tax  system.  Positive  taxpayers  have 
to  share  a  fraction  of  each  additional  dollar  earned  with  the  Govern- 
ment; that  fraction  is  the  marginal  tax  rate.  In  the  same  fashion  re- 
cipients of  negative  tax  payments  find  their  payments  reduced  as  their 
earnings  rise.  They,  too,  have  to  share  a  fraction  of  each  dollar  earned 
with  the  Government.  From  their  point  of  view  that  fraction  is  a 
marginal  tax  rate. 

The  principal  welfare  reform  bill  before  this  committee,  H.E.  1. 
is  a  step  toward  a  negative  income  tax  system,  at  least  for  families  with 
children.  We  strongly  favor  such  a  step.  In  fact,  we  have  supported 
the  administration's  general  approach  from  the  beginning,  but  we  be- 
lieve H.R.  1  has  several  serious  defects  which  the  Senate  should 
remedy. 

The  basic  allowance  of  $2,400  for  a  family  of  four  is  too  low,  but 
perhaps  more  important,  and  this  is  what  we  want  to  emphasize  in 
this  testimony,  the  bill  dees  not  make  it  worthwhile  for  people  receiv- 
ing welfare  payments  to  hold  jobs.  The  rate  at  which  their  earnings  are 
"taxed"  is  too  high.  We  believe  that  families  receiving  payments 
should  be  able  to  keep  at  least  half  of  their  earnings — after  necessary 
expenses  of  working,  including  payroll  and  other  taxes.  To  reduce 
earnings  by  more  than  that  is  to  make  a  mockery  of  work  incentives. 

A  negative  income  tax  is  a  conceptually  simple  system,  although  in 
practice,  of  course,  there  are  many  problems  to  be  worked  out.  such 
as  the  definition  of  income,  the  accounting  unit,  and  so  forth.  Any  nega- 
tive income  tax  system  has  two  important  elements:  (1)  The  basic 
allowance,  and  (2)  the  marginal  tax  rate.  Together,  these  elements 
determine  the  break-even  point — the  level  of  earnings  at  which  a 
f amily  receives  no  further  benefits. 

For  example,  if  the  basic  allowance  were  $2,400  for  a  certain  size 
family  and  the  marginal  tax  rate  were  50  percent,  then  a  family  with 
$2,000  in  earnings  would  have  half  of  the  earnings  deducted  from  the 
basic  benefit  and  would  receive  a  welfare  check  for  $1,400 — $2,400 
less  half  of  $2,000.  Its  total  income  would  be  83,400 — earnings  of 
$2,000  plus  $1,400  from  welfare.  Families  with  higher  earning  would 


803 


Tax  rate  (t) 

Breakeven 

(percent) 

level  (B) 

50 

$3,  000 

66% 

3,  000 

50 

4,  000 

75 

4,  000 

33^ 

3,000 

100 

3,  000 

receive  lower  welfare  benefits.  A  family  earning  $4,800 — the  break- 
even point — would  get  no  benefits. 

It  is  important  to  understand  that  there  is  a  fixed  relationship 
among  the  basic  allowance  A,  the  break-even  level  B,  and  the  tax  rate 
t,  and  it  is  impossible  to  vary  one  of  these  without  affecting  at  least 
one  of  the  other  two.  The  relationship  is  that  the  basic  allowance  is  the 
product  of  the  tax  rate  and  the  break-even  level,  or  A  equals  tB.  Thus, 
if  the  break-even  level  is  $3,000  and  the  tax  rate  is  50  percent,  the  basic 
allowance  is  $1,500. 

Conversely,  if  you  wish  to  have  a  basic  allowance  of  $2,000  and  keep 
the  break-even  level  at  $3,000,  the  tax  rate  must  be  66%  percent.  Other 
examples  of  consistent  basic  allowances,  tax  rates,  and  break-even 
levels  are  shown  in  table  1 ;  there  are,  of  course,  many  other  possibilities. 

Table  1.  Illustrative  basic  allowances,  tax  rates,  and  break-even 
levels : 


Basic  allowance  (A) 

$1,500  

$2,000  

$2,000  

$3,000  

$1,000  

$3,000  

The  last  entry  in  the  table  shows  a  basic  allowance  equal  to  the 
break-even  level.  This  occurs  whenever  the  income  recipient  must 
give  up  $1  of  his  allowance  for  every  dollar  of  income  he  may  receive ; 
in  other  words,  when  the  tax  rate  is  100  percent. 

The  U.S.  welfare  system  had  this  feature  until  the  Social  Security 
Amendments  of  1967  required  the  States  to  permit  recipients  to  keep 
the  first  $30  of  whatever  they  might  earn  plus  one-third  of  the  re- 
mainder. This  provision  became  fully  operative  in  mid-1969. 

A  negative  income  tax  appeals  to  most  economists  because  it  can 
be  designed  to  help  those  who  are  already  working  without  destroy- 
ing their  incentives  and  also  to  offer  an  incentive  to  work  to  those 
who  are  not  yet  working.  Of  course,  if  the  tax  rate  is  too  high,  work 
incentives  will  be  impaired  or  destroyed,  but  that  is  the  fault  of  the 
tax  rate  and  not  of  the  negative  income  tax  idea. 

If  one  were  setting  up  a  negative  income  tax  system,  one  would 
want:  (1)  To  set  the  basic  allowance  at  an  adequate  level  so  that 
families  with  no  other  income  would  not  be  destitute;  (2)  to  set  the 
marginal  tax  rate  low  so  that  people  who  can  work  would  be  encour- 
aged to  do  so  because  they  could  retain  a  substantial  fraction  of  their 
earnings.  Unfortunately,  raising  the  basic  allowance  and  lowering  the 
marginal  tax  rate  both  make  the  system  more  costly.  Compromises  have 
to  be  made  in  the  interests  of  keeping  costs  within  bounds. 

Raising  the  basic  allowance  from,  say,  $2,400  to  $3,000,  for  a  family 
of  four,  is  costly  for  two  reasons :  First,  each  family  aided  gets  more 
money ;  second,  more  families  are  aided  because — unless  the  marginal 
tax  rate  is  raised — increasing  the  basic  allowance  raises  the  break-even 
level. 

If  the  marginal  tax  rate  were  50  percent,  for  example,  raising  the 
basic  allowance  from  $2,400  to  $3,000  would  raise  the  break-even  level 
from  $4,800  to  $6,000.  Since  there  are  a  great  many  families  clustered 
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in  this  income  range,  even  small  payments  to  them  would  raise  the 
cost  of  the  system  substantially. 

Similarly,  lowering  the  marginal  tax  rate  is  costly  for  two  reasons : 
First,  each  aided  family  that  has  earnings  receives  more  money; 
second,  more  families  are  aided  because  lowering  the  tax  rate  raises 
the  break-even  level,  unless  the  basic  allowance  is  cut.  If  the  basic 
allowance  is  $2,400,  a  50-percent  tax  rate  implies  a  break-even  level 
of  $7,200.  Such  an  increase  in  the  break-even  level  is  bound  to  make 
the  plan  considerably  more  expensive  because  so  many  earners  are 
found  in  these  middle-income  ranges. 

Indeed,  the  cost  of  a  negative  income  tax  plan  is  highly  sensitive 
to  the  tax  rate.  A  plan  with  a  30-percent  tax  rate  and  a  $1,600  basic 
allowance,  for  example,  is  somewhat  more  costly  than  a  plan  with 
a  70-percent  tax  rate  and  a  $2,800  basic  allowance. 

Because  of  these  cost  considerations,  it  is  tempting,  in  constructing 
a  negative  income  tax,  to  keep  the  marginal  tax  rate  high.  But  to  do 
so  undercuts  one  of  the  major  objectives  of  a  negative  income  tax: 
making  it  worth  while  for  low-income  people  to  seek  employment. 
The  history  of  H.R.  1  illustrates  this  point.  The  marginal  tax  rate 
has  been  pushed  higher  and  higher  to  save  money  and  the  result  is 
a  program  which  offers  almost  no  incentive  to  work. 

The  family  assistance  plan,  first  proposed  by  President  Nixon  in 
1969  and  now  embodied,  with  modifications,  in  H.R.  1,  is  essentially  a 
negative  income  tax  for  families  with  children.  It  is  not  the  com- 
prehensive negative  income  tax  that  we  would  like  to  see  replace  the 
whole  welfare  system,  because  ( 1 )  It  excludes  couples  without  children 
and  single  individuals,  (2)  it  retains  categorical  assistance  for  the 
adult  welfare  categories,  (3)  the  basic  benefit  is  so  low  that  most  States 
will  have  to  supplement  the  Federal  benefits  if  their  present  welfare 
beneficiaries  are  not  to  be  made  substantially  worse  off. 

Nevertheless,  with  all  its  complexities,  it  does  have  the  structure  of 
a  negative  income  tax  for  families  with  children,  and  we  regard  that 
as  a  major  step  in  the  right  direction. 

As  originally  proposed  by  the  administration,  the  family  assistance 
plan  had  a  basic  allowance  of  $1,600  for  a  family  of  four  and  a  mar- 
ginal tax  rate  of  50  percent.  The  first  $720  of  earnings  was  to  be  dis- 
regarded, so  the  break-even  level  was  $3,920. 

In  H.R.  1,  the  basic  allowance  has  been  raised  to  $2,400 — all  cash, 
no  food  stamps — and  the  tax  rate  has  been  raised  to  66%  percent.  The 
first  $720  of  earnings  is  still  disregarded  but  with  the  higher  tax  rate 
the  breakeven  level  rises  only  to  $4,320. 

In  our  opinion,  the  basic  allowance  in  H.R.  1  is  too  low.  No  family 
of  four  can  live  on  $2,400  a  year  anywhere,  even  in  a  rural  area,  with- 
out severe  hardship.  We  believe  the  basic  allowance  should  be  raised 
to  the  $3,000  level  proposed  by  Senator  Ribicoff.  We  also  believe  that 
until  Federal  benefits  are  adequate,  the  States  must  be  required  to 
maintain  at  least  their  present  benefit  levels  and  must  receive  Federal 
assistance  to  help  them  finance  the  supplementary  payments. 

But  an  even  more  pressing  defect  in  H.R.  1  is  its  high  marginal  tax 
rate.  H.R.  1  gives  significantly  less  incentive  to  welfare  recipients  to 
work  than  did  President  Nixon's  original  proposal  and  even  less  than 
the  present  law. 
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If  this  committee  were  to  limit  itself  to  one  change  in  H.R.  1,  hardly 
a  likely  prospect,  we  believe  the  most  important  improvement  that 
could  be  made  would  be  to  lower  the  marginal  tax  rate  at  least  to  50 
percent. 

The  marginal  tax  rate  in  H.R.  1  appears  to  be  66%  percent,  the 
same  as  the  present  law,  but  it  is  actually  considerably  higher  for  a 
variety  of  reasons. 

A  good  study  by  the  Urban  Institute  which  we  commend  to  this 
committee  compares  H.R.  1  with  current  law  and  I  quote  from  that 
study : 

Under  current  law  the  first  $360  a  year  and  one-third  of  earnings 
above  that  amount  are  disregarded  in  computing  welfare  benefits. 
Furthermore,  a  full  credit  is  given  for  all  work-related  expenses,  in- 
cluding income  and  payroll  taxes,  so  that  essentially  such  costs  and 
taxes  are  paid  by  the  welfare  office  for  welfare  recipients.  Thus  the 
recipient,  in  this  case  a  female  head  of  family  with  three  children  and, 
hypothetical  actual  work-related  expense  of  $360,  would  suffer  no  loss 
in  benefits  at  all  until  an  earnings  level  of  $900  is  achieved.  Beyond 
that  benefits  are  reduced  by  67  cents  for  every  $1  earned  until  the 
transfer  is  reduced  to  zero  at  $5,700  of  total  income.  Thus  current  law 
actually  provides  rather  liberal  work  incentives. 

...  in  H.R.  1  the  tax  rate  on  earnings  is  raised  from  the  originally  proposed 
50  percent  to  67  percent,  ostensibly  the  same  as  under  current  law.  In  fact, 
however,  most  working  recipients  will  face  far  higher  taxes.  This  is  because 
H.  R.  1,  unlike  current  law,  does  not  provide  a  credit  or  even  a  deduction  for 
other  taxes  or  for  work-related  expenses. 

One  problem  is  that  since  almost  all  wage  and  salary  earners  must 
pay  social  security  taxes — now  5.2  percent  of  earnings  up  to  $9,000 — 
the  combined  marginal  tax  rate  beyond  the  first  $720  of  earnings  is 
72.2  percent. 

A  further  problem  is  that  at  $4,300  of  earnings,  even  under  the 
liberalized  exemptions  allowed  under  the  recent  income  tax  changes,  a 
family  head  begins  to  pay  income  taxes  of  14  percent  on  incremental 
income,  so  that  the  combined  marginal  tax  rate  rises  to  86.2  percent. 
In  other  words,  workers  in  this  range  would  net  less  than  14  cents  on 
each  incremental  dollar  earned.  In  terms  of  work  incentives,  FAP 
represents  a  significant  step  backward  from  current  law. 

Moreover,  tax  rates  under  H.R.  1  could  be  even  higher — conceivably 
over  100  percent — if  States  elected  to  impose  higher  rates  on  families 
with  earnings  above  the  Federal  program's  breakeven  point. 

Moreover,  as  this  committee  brought  out  in  its  hearings  last  year, 
welfare  recipients  often  lose  other  benefits,  such  as  medical  care  and 
public  housing,  as  their  earnings  rise,  so  that  the  effective  marginal  tax 
rates  facing  particular  families  may  well  be  over  100  percent,  meaning 
that  the  family  would  definitely  be  worse  off  if  members  increased  their 
work  effort. 

We  believe  that  these  high  marginal  tax  rates  must  be  lowered  if 
welfare  reform  is  to  fulfill  its  promise  of  providing  work  incentives. 
It  is  outrageous  to  give  lipservice  to  work  incentives,  indeed  to  require 
welfare  recipients  to  register  for  work  and  training,  while  at  the 
same  time  making  it  virtually  impossible  for  them  to  improve  their 
families'  well-being  by  taking  a  job. 
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We  do  not  favor  the  recently  passed  work  requirement  which  makes 
job  holding  a  matter  of  coercion  and  compulsion.  In  the  current  situa- 
tion in  which  jobs  are  scarce,  particularly  for  poor  people,  the  work 
requirement  will  not  increase  employment  among  the  poor.  It  will 
merely  provide  unsympathetic  public  officials  with  an  additional 
weapon  for  harassing  the  needy. 

We  do  favor  giving  people  opportunities  and  incentives  to  work.  We 
believe  that  people  who  have  to  give  up  more  than  half  their  earnings 
are  probably  likely  to  be  discouraged  from  making  extra  work  effort. 
We  would  therefore  favor  lowering  the  marginal  tax  rate  in  H.E.  1 
to  50  percent  and  counting  payroll  and  other  earnings-related  taxes  as 
expenses  of  working. 

The  Chairman.  Senator  Ribicoff  ? 

Senator  Ribicoff.  I  do  appreciate  your  statement  as  provocative. 
Could  you  tell  us  what  the  additional  cost  would  be  of  your  proposal 
over  the  proposal  in  H.R,  1,  or  my  proposal  ? 

Mr.  Pechmax.  I  am  not  familiar  with  the  cost  of  your  proposal 
because  

Senator  Ribicoff.  I  think  H.R,  1  is  in  the  nature  of  $15  billion: 
mine  would  be  in  the  nature  of  $22  billion. 

,  Mrs.  Rivlix.  That  is  about  right  and  ours  would  be  a  little  more 
costly  because  the  difference  is  that  you  have  a  60  percent  margin  tax 
rate  and  we  are  proposing  a  50  percent  marginal  tax  rate. 

Senator  Ribicoff.  Would  that  be  the  only  difference,  that  the  rate 
of  costs  are  different  ? 

Mr.  Pechman.  If  the  State  supplementation  would  be  the  same. 

Senator  Ribicoff.  Of  course,  my  proposal  does  require  the  States 
to  maintain  

Mr.  Pechman.  Yes,  but  since  we  lowered  the  tax  rate  to  50  percent, 
I  think  that  our  plan  would  cost  somewhat  more  than  yours. 

Mrs.  Rivlin.  Yes;  it  would  cost  more;  it  is  not  uncostly  to  lower 
the  marginal  tax  rate. 

Senator  Ribicoff.  When  you  say  the  economists  like  the  phrase 
"negative  income  tax" — can't  you  come  up  with  a  phrase  that  is  more 
palatable  ?  Why  keep  on  using  it  I 

Mr.  Pechman.  The  answer  is  that  conservative  and  liberal  econom- 
ists have  tussled  with  the  problem  of  getting  a  better  term  for  it,  but 
nobody  has  come  up  with  a  good  idea, 

I  suppose  that  the  economist  stresses  the  relationship  between  the 
transfer  payment  part  of  the  system  and  the  positive  income  tax.  We 
regard  transfer  payments  as  negative,  the  mirror  image,  so  to  speak,  of 
the  positive  income  tax  and  that  is  the  reason. 

Rebate  of  Social  Security  Taxes  for  Low- Income  Workers 

Senator  Ribicoff.  Senator  Long  has  proposed — and  I  find  person- 
ally great  areas  of  agreement  with  his  thought — that  anyone  earning 
less  than  $4,000  would  receive  back  a  sum  of  money  which  would  be 
the  equivalent  of  the  total  social  security  payment  or,  in  other  words, 
the  person  receiving  some  $4,000  in  pay  would  be  receiving  back  some 
S400  from  the  general  revenue  now.  Do  I  state  your  position  correctly, 
Senator  Long  ? 

The  Chairman.  Now  yes,  for  a  four-person  family. 
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Senator  Ribicoff.  What  is  your  reaction  ? 

Mr.  Pechman.  That  is  a  proposal  that  appears  in  a  book  that  I  and 
two  colleagues  of  mine  published  3  years  ago  called,  "Social  Security : 
Perspectives  for  Reform."  My  colleagues  were  Henry  Aaron  and 
Michael  Taussig,  and  that  proposal  appears  in  that  book.  I  think  you 
came  to  it  independently ;  I  think  it  is  a  good  idea. 

The  Chairman.  I  am  pleased  to  know  I  was  not  the  only  one  who 
thought  of  the  idea. 

Senator  Ribicoff.  What  would  be  the  impact  on  this  program,  on 
poverty  and  on  work  incentives  with  the  adoption  of  Senator  Long's 
proposal,  and  I  may  say  now  for  the  record  that  I  intend,  if  the  Sena- 
tor will  accept  me,  to  be  a  cosponsor  with  him  on  that  proposal  be- 
cause— and  may  I  say,  too,  that  Senator  Long  receives  a  lot  of  abuse, 
and  a  lot  of  liberal  critics  find  he  is  a  man  that  is  easy  to  take  a  shot 
at.  Yet,  from  my  experience  on  this  committee,  I  find  Senator  Long 
is  a  man  who  has  a  lot  of  imagination  and  a  lot  of  excellent  ideas ;  and 
some  people  ought  to  look  at  the  positive  proposals  that  he  makes 
and  not  some  of  the  negative  ones. 

Mr.  Pechman.  I  agree,  Senator,  although  the  chairman  and  I  have 
disagreed  occasionally,  I  have  never  abused  him. 

Senator  Ribicoff.  What  are  the  implications  of  Senator  Long's 
proposal ? 

Mr.  Pechman.  Well,  the  basic  reason  for  Senator  Long's  proposal 
was  that  we  thought  it  was  outrageous  that  a  10-percent  tax  should  be 
applied  to  the  earnings  of  poor  people.  That  was  the  major  point. 

Now,  the  point  is  associated  with  H.R.  1,  because  if  you  start  out 
with  high  tax  rates  on  payrolls  and  on  income  and  then  add  to  them  a 
marginal  tax  rate  in  the  family  assistance  plan  of  two-thirds,  as  we 
indicated  in  the  statement  you  get  close  to  confiscatory  rates ;  as  a  mat- 
ter of  fact,  the  marginal  tax  rates  for  the  poor  under  H.R.  1,  are  higher 
than  the  highest  marginal  tax  rate  for  the  wealthiest  people  in  this 
country  and  I  think  that  is  outrageous. 

Senator  Curtis.  Just  a  minute.  Could  I  interrupt  there  ? 

Senator  Ribicoff.  That  is  right. 

Senator  Curtis.  That  isn't  a  tax  rate  on  anything  he  may  have 
earned. 

Mr.  Pechman.  It  certainly  is.  Present  law  requires  welfare  ad- 
ministrations of  every  State  to  deduct  66%  percent  from  any  earn- 
ings above  $720  that  they  have  received.  I  said  marginal  tax  rate. 
Therefore,  an  additional  dollar  of  income  

Senator  Curtis.  Isn't  that  a  reduction  in  their  welfare  allowance  ? 

Mr.  Pechman.  Yes ;  but  the  reduction  in  their  welfare  allowance  is  a 
reduction  in  take  home  pay  just  as  a  reduction  

Senator  Curtis.  No;  no.  A  tax  is  something  imposed  upon  the  in- 
come of  the  individual. 

Mr.  Pechman.  When  you  take  away  money  as  a  result  of  the  fact 
that  a  person  earns  income,  you  are  taxing  that  individual's  earnings. 

Senator  Curtis.  No  ;  no.  You  are  lessening  the  additional  amount 
that  you  are  giving  him  that  he  doesn't  earn. 

Mr.  Pechman.  Well,  but  the  disposable  income  of  the  individual 
after  this  transaction  occurs  is  the  same  as  if  you  were  taxing  him 
at  a  marginal  rate  of  66%  percent. 

Senator  Curtis.  Well,  I  won't  take  Senator  Ribicoff 's  time. 
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Senator  Ribicoff.  But  if  Senator  Long  would  indulge  me,  I  think 
what  is  important  is  that  I  am  looking  toward  some  solutions  and  I  am 
trying  to  figure  what  Senator  Long  has  proposed,  which  is  very  in- 
triguing to  me.  Basically  what  we  are  talking  about  is  that  people  are 
poor  because  they  don't  have  more  money ;  it  is  as  simple  as  that.  When 
all  is  said  and  done  they  don't  have  money. 

Mr.  Pechmax.  That  is  right. 

Senator  Ribicoff.  If  you  are  trying  to  eliminate  poverty  the  question 
is  how  do  you  cut  a  dollar  in  the  pockets  of  the  poor  so  they  can  buy 
food  and  shelter  and  clothing  and  eat ;  isn't  that  what  we  are  talking 
about? 

Mr.  Pechmax.  That  is  correct. 

Senator  Ribicoff.  All  right,  now ;  Senator  Long  comes  up  with  an 
idea  which  is  simple,  uncomplicated.  He  is  saying  somebody  works; 
he  is  working  hard;  we  are  going  to  make  sure  that  $4,000  man  has 
another  $400.  We  are  going  to  make  it  very  simple  without  a  lot  of 
complicated  arithmetic.  He  is  just  going  to  get  back  the  accumulated 
social  security  paid  because  of  his  earnings ;  so  now  you  give  that  per- 
son an  incentive  to  work — a  very  simple,  uncomplicated  one ;  isn't  that 
right? 

Mr.  Pechman.  Additional  incentive  to  work ;  yes. 

Senator  Ribicoff.  Are  there  any  other  thoughts  like  that  floating 
around  the  intellectual  community  that  would  make  it  easy  to  put 
money  into  the  pockets  of  people  who  want  to  work  but  can't  find  a  job 
or  have  got  a  marginal  job  or  their  earnings  are  less?  What  other 
thoughts  do  you  have  like  that  ? 

Mr.  Pechmax.  Well,  the  next  easiest  thought  of  this  type  is  to  look 
into  the  State  and  local  tax  system,  which  taxes  the  poor  very  heavily 
because  of  the  heavy  sales  taxes.  This  is  a  much  more  complicated  prob- 
lem than  the  payroll  tax  because  the  Federal  Government  does  not  levy 
sales  taxes  and  therefore  the  remission  of  taxes  on  the  poor  to  State  and 
local  governments  would  have  to  come  from  the  State  governments 
themselves.  That  is  another  possibility  that  the  committee  could  look 
into — that  is,  the  problem  of  refunding  to  the  poor  taxes  that  they  pay 
not  only  to  the  Federal  Government  but  to  the  State  and  local 
governments. 

Senator  Ribicoff.  All  right. 

Plethora  of  Federal  Programs  for  the  Poor 

Now,  let's  take  another  point.  I  have  been  pressing  through  these 
hearings  that  HEW,  and  I  don't  know,  Mr.  Vail,  when  I  asked  HEW 
for  these  figures,  but  I  pointed  out  that  we  have  some  168  Federal  pro- 
grams which  are  designed  to  alleviate  or  take  people  off  of  poverty, 
and  the  total  Federal,  total  expenditure  of  those  programs  is  over  $31 
billion  and  if  you  eliminated  all  of  these  programs  and  divided  the 
money  up  among  the  poor  without  any  intermediates  and  middlemen, 
every  family  in  poverty  would  have  $4,800.  In  other  words,  from  my 
long  experience  in  every  phase  of  government,  I  find  that  one  of  the 
great  tragedies  that  we  have  is  trying  to  solve  our  social  problems  on 
a  programmatic  basis  and  year  in  and  year  out  keep  voting  hundreds 
of  millions  of  dollars  on  programs  that  just  don't  work — their  objec- 
tives just  don't — just  are  not  successful  and  yet  they  stay  on  the  books. 
They  build  up  a  constituency. 
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Now  I  recognize  it  is  going  to  be  hard  to  eliminate  at  one  full  stroke 
168  programs.  I  asked  HEW  to  give  me  a  list  in  order  of  diminishing 
priority  of  how  they  view  these  168  programs.  In  other  words,  I  am 
concerned.  I  realize  that  you  can't — a  nation  can't  continue  living 
with  billion  dollar  deficits  and  I  realize  it  is  going  to  be  hard  to  pass 
a  program  that  either  costs  $15  billion  or  $22  billion,  but  if  we  can 
eliminate  unsuccessful  programs  which  are  designed  to  alleviate  pov- 
erty, then  we  can  start  talking  about  negative  income  taxes  and 
eliminating  poverty  and  getting  money  into  the  pockets  of  people  if 
we  are  going  to  eliminate  poverty. 

Now,  Senator  Long  has  come  up  with  some  thought  and  some  idea. 
We  might  be  able  to  go  to  your  idea,  but  does  it  make  any  sense  t.n 
continue  pouring  out  $31  billion  on  168  programs  to  alleviate  povert.x 
if  many  of  these  billions  aren't  alleviating  poverty  at  all  ? 

I  would  like  your  comment  as  social  economists. 

Mrs.  Rivlin.  Let  me  have  a  try  at  that.  I  would  agree  that  the 
highest  priority  at  the  moment  for  alleviating  poverty  is  getting  money 
to  the  poor,  and  this  is  basically  why  we  favor  the  H.R.  1  approach 
as  amended  by  you — a  more  generous  income  subsidy  program  with 
incentives  to  work. 

I  also  agree  that  many  of  the  service  programs  which  we  have  de- 
luded ourselves  were  going  to  eliminate  the  problem  of  poverty  with- 
out giving  the  poor  money  are  not  working  at  all.  However,  if  I  look 
at  the  Federal  budget  as  a  whole,  at  what  I  would  try  to  eliminate 
in  order  to  find  some  money  for  a  better  maintenance  program,  I 
don't  think  I  would  start  by  eliminating  the  programs  that  serve  the 
poor,  except  for  those  that  are  demonstrably  not  working  at  all. 

There  are  a  lot  of  programs  that  serve  the  rich  that  I  think  

Senator  Ribicoff.  All  right.  On  that  line,  Mr.  Chairman,  the  request 
was  made  through  you,  Mr.  Chairman,  on  July  27,  1971,  for  a  series 
of  requests  for  information  and  documentation  concerning  many  of 
these  programs  we  are  talking  about.  To  my  knowledge,  to  date  that 
has  never  been  supplied.  If  it  has  been  supplied  to  you,  Mr.  Chairman, 
I  am  not  aware  of  it.  I  wonder  if  the  staff  has  received  from  any  of 
the  Federal  agencies  the  information  that  was  requested  on  July  27, 

No\ 

I  think,  Mr.  Chairman,  I  am  concerned  with  this  program.  The 
administration  is  concerned  with  this  program.  I  think  this  com- 
mittee, whether  you  are  conservative,  you  are  liberal,  whether  you 
are  for  H.R,  1  or  the  Ribicoff  proposal  or  any  other  proposal,  I  really 
think  we  are  entitled  to  that  information  if  we  are  going  to  scrutinize 
these  programs.  Everything  we  are  going  to  vote  in  this  bill  is  going 
to  cost  a  lot  of  money  and  if  I  can  find  some  of  that  money  in  programs 
that  don't  work,  I  think  the  Congress  and  the  American  people  are 
entitled  to  know  it, 

I  just  want  to  call  that  to  your  attention,  Mr.  Chairman. 

Senator  Curtis.  Mr.  Chairman,  could  the  committee  have  from  Mr. 
Ribicoff  a  list  of  the  168  programs  we  are  talking  about? 

Mr.  Ribicoff.  I  submitted  that;  it  is  part  of  the  record.  You  may 
recall  I  handed  Secretary  Richardson  that  whole  list. 

Senator  Curtis.  168  programs  in  the  record  are  there  now  ? 
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Senator  Ribicoff.  Yes,  sir.  They  are  printed  in  the  record.* 
The  Chairman.  Well,  the  information  ought  to  be  made  available 
if  for  no  better  reason  than  that  we  have  so  many  programs  all  over 
the  countryside  costing  money.  Poor  people  don't  know  where  to  go  to 
get  it  and,  frankly,  I  would  suggest  that  if  we  couldn't  do  anything 
else,  the  least  we  could  do  is  have  one  single  office  that  some  poor  devil 
could  go  to  and  if  he  is  entitled  to  something,  fill  out  a  blank  and  say, 
"Look,  I  need  help  and  if  anybody  has  some,  let  me  have  it."  Then 
everyone  who  ought  to  be  doing  something  for  him,  could  respond  to 
one  request  rather  than  having  him  pad  all  over  the  countryside  trying 
to  find  somebody  who  might  have  a  helpful  program. 

That  should  be  a  start  at  least  to  fill  out  one  form  instead  of  500 
or  168. 

Senator  Ribicoff.  I  think  we  would  be  doing  our  country  and  our- 
selves a  favor  if  we  had  some  of  this  information.  This  is  no  reflection 
on  this  administration;  it  is  an  accumulation  of  programs,  most  of 
them  passed  in  other  administrations  but  I  have  found  from  long 
experience  that  once  a  program  gets  on  the  books  it  never  gets  off ; 
whether  it  works  or  doesn't  work  it  is  never  eliminated. 

I  think  all  of  us  would  agree  that  a  good  objective  is  to  eliminate 
poverty  and  the  negative  income  tax  or  guaranteed  annual  income, 
whatever  you  want  to  call  it,  this  country  eventually  is  going  to  have 
it  one  way  or  another. 

Now,  if  they  are  going  to  have  it,  let's  try  to  find  out  how  it  can  come 
into  being,  where  it  makes  sense  and  cost  as  little  as  possible  and  if  we 
can  save  it  through  all  programs  that  are  useless — but  the  reason  I 
started  on  this  is  because  we  have  an  objective  to  eliminate  poverty 
and  yet  we  have  all  of  these  programs  supposedly  in  poverty  and  there 
are  more  people  in  poverty  today  than  there  were  2  or  3  years  ago. 

Mr.  Pechman.  Senator,  I  agree  with  everything  you  said. 

Senator  Ribicoff.  Pardon  me.  May  I  call  Senator  Curtis'  atten- 
tion, that  on  our  hearings  of  July  27  to  August  3,  on  page  193,  is  an 
entire  list  of  the  168  programs  that  I  asked  for  to  be  listed  on  the  basis 
of  priority. 

Mr.  Pechman.  I  agree  that  many  of  these  programs  ought  to  be 
folded  into  a  cash  benefit  program.  I  think  it  is  quite  patronizing  of 
the  well-to-do  to  create  assistance  programs  that  require  the  poor  to 
spend  their  resources  in  certain  ways.  I  think  a  cash  benefit  system 
would  be  simpler  and  would  also  be  more  dignified. 

I  do  think  that  it  is  probably  extremely  difficult  to  accomplish  all  of 
this  in  one  fell  swoop.  If  H.R.  1  with  your  minimum  allowance  of — 
basic  allowance  of  $3,000 — were  enacted  at  a  50-percent  tax  rate,  I 
think  that  would  provide  the  basis  for  reorganization  and  rationaliza- 
tion of  all  of  these  programs  in  the  future. 

Senator  Ribicoff.  To  say  which  comes  first  is  going  to  be  very  diffi- 
cult and  I  am  pretty  realistic  to  put  across  a  program  that  costs  $22 
billion  but  if  we  can  put  through  a  program  that  will  have  a  $22- 
billion  tag  but  indicate  where  we  can  eliminate  billions  of  dollars  in 
other  programs  that  are  not  bringing  the  same  results,  it  will  be  much 
more  palatable  to  the  Senate  of  the  United  States.  I  am  being  very 
pragmatic  on  every  phase  of  this.  If  a  program  isn't  working  we  ought 
to  get  rid  of  it. 


*See  p.  193ff.,  Committee  on  Finance  Hearings  on  H.R.  1,  the  Social  Security  Amend- 
ments of  1971. 
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Mr.  Pechman.  I  think  it  is  just  a  matter  of  time  and  also  knowledge 
of  the  technical  details  of  each  of  these  programs.  It  is  a  very  com- 
plicated proposition  and  it  probably  would  be  difficult  to  wipe  the  slate 
clean. 

Senator  Ribicoff.  I  understand  that  OEO  has  spent  some  $600  mil- 
lion on  appraisals  and  studies  on  how  different  programs  work,  but 
none  of  these  studies  have  ever  surfaced.  To  my  knowledge  the  studies, 
these  independent  contractors  make  these  efficiency  studies;  they  are 
handed  down;  they  are  put  under  lock  and  key.  Congress  doesn't  see 
them.  I  don't  know  whether  the  President  ever  gets  a  look  at  them,  but 
we  should  start  finding  this  out  and  this  is  what  is  bothering  me. 

I  say  to  both  of  you,  the  problem  that  we  are  facing  here  today  

Mrs.  RrvLiN.  Well,  some  of  these  studies  do  surface,  not  enough, 
I  agree,  Senator  Ribicoff.  However,  I  would  be  skeptical  of  trying  to 
eliminate  all  service  programs.  That,  I  believe,  is  going  too  far.  There 
are  still  going  to  be  needs  which  must  be  met  by  service  programs ;  for 
example,  day  care.  If  we  are  going  to  have  a  program  which  actually 
gets  people  to  work,  we  are  going  to  need  more  day  care.  That  would 
be  one,  I  think,  not  to  eliminate. 

Senator  Ribicoff.  But  you  are  not  going  to  eliminate  them  all  but 
I  have  got  a  feeling  from  my  experience  that  out  of  those  168  you  are 
going  to  be  able  to  eliminate  quite  a  few  that  are  not  delivering  any- 
thing to  anybody  except  a  bureaucracy  who  are  making  a  living  off 
the  poor  but  the  poor  don't  see  a  thin  dime. 

Mrs.  Rivlin.  Yes,  I  would  agree  with  that.  If  we  had  an  adequate 
cash  program  many  of  those  would  be  unnecessary. 

Senator  Ribicoff.  Would  be  unnecessary.  I  would  hope,  Mr.  Chair- 
man, that  you  would  instruct  the  staff  of  this  committee  to  press  the 
administration,  the  executive  branch,  for  our  request  of  July  1971. 

The  Chairman.  I  will  instruct  the  staff  to  try  to  get  that  for  us. 

Clerk's  Note :  Though  the  material  was  never  furnished  to  the  com- 
mittee by  the  Department,  the  committee  subsequently  held  hearings 
on  Feb.  15,  1972,  on  the  many  poverty  programs  at  which  adminis- 
tration witnesses  testified.  These  hearings  will  be  published. 

Senator  Hansen.  Mr.  Chairman,  if  I  could  make  just  one  observa- 
tion, I  want  to  say  this : 

A  year  ago,  as  I  recall,  when  representatives  of  State  welfare  work- 
ers' organizations  from  New  York  City  or  New  York  State  appeared 
here,  and  I  make  this  observation  apropos  of  the  last  comment  in  doing 
away  with  bureaucracy,  those  persons  testified  for  an  hour  or  more. 
They  pointed  out  that  they  felt  that  if  we  were  to  make  welfare  a  Fed- 
eral concern  and  obligation  and  were  to  relieve  the  States  of  their 
role,  it  was  most  important  that  the  present  State  welfare  employees 
be  placed  on  Federal  employment  with  paidup  benefits  such  as  they 
would  have  had  had  they  been  employed  all  the  time  by  the  Federal 
Government. 

They  spoke  also  about  assurance  that  had  been  given  them  that  they 
would  have  not  more  than  a  35-hour  workweek  in  the  summertime  and 
possibly  dropping  that  down  to  a  30-hour  workweek  and  that  they 
should  have  the  other  longevity  benefits  that  would  go  with  Federal 
employment  over  a  comparable  period  of  time.  Then  they  closed  by 
saying  that  if  they  did  not  get  all  of  these  benefits  they  might  indeed 
become  part  of  the  unemployed  and  part  of  that  great  number  of  peo- 
ple on  welfare. 
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So  I  would  appeal  to  my  good  friend  from  Connecticut  that  we  do 
not  be  too  cavalier  in  saying  let's  do  away  with  bureaucrats  because 
we  might  increase  the  welfare  rolls.  [Laughter.] 

The  Chairman.  Senator  Fannin  \ 

Work  Incentives 

Senator  Fannin.  Well,  I  appreciate  very  much  what  you  have  said. 
We  now  have  xerograms  that  do  not  provide  sufficient  incentives  to 
work  and  they  treat  people  in  similar  circumstances  very  differently 
depending  on  where  they  happen  to  live  and  what  kind  of  family  they 
happen  to  belong  to. 

This  is  one  of  the  very  serious  problems  we  have  in  trying  to  work 
out  an  equitable  welfare  program.  I  think  one  of  the  incentives  for 
work  is  on  the  last  page  of  your  testimony.  But  I  don't  agree  with 
your  conclusion.  I  think  the  chairman  has  made  it  very  plain  that 
he  favors  a  work-fare  program  and  that  we  must  have  provisions 
that  people  accept  employment ;  and  you  call  it  coercion  and  compul- 
sion. 

I  don't  see  that  requiring  the  people  to  work  is  coercion  and  com- 
pulsion. 

Mr.  Pechman.  Senator,  the  new  thing  about  H.R.  1  is  that  the  wel- 
fare system — I  hate  to  use  the  word  because  it  has  such  bad  connota- 
tions, but  I  want  to  be  clear — the  new  thing  about  H.R.  1  is  that  as- 
sistance to  needy  is  extended  to  people  who  already  work ;  the  people 
who  domt  work,  people  who  are  in  families  with  no  working  family 
member  for  good  or  bad  reasons,  are  already  on  AFDC  and  all  of  the 
abuses  that  the  chairman  and  others  have  called  attention  to  the  cur- 
rent system,  not  the  extension  of  H.R.  1  to  the  working  poor. 

You  have  been  given  these  figures  many  times.  I  don't  have  them 
clearly  in  mind  but  there  are  millions  of  families,  regular  families 
with  fathers  at  home  who  work  part  or  full  time.  This  bill  would  pro- 
vide them  continued  incentives  to  work  and  would  give  them  an  op- 
portunity to  improve  the  well-being  of  his  family.  I  hope  that  you  can 
distinguish  between  the  problem  of  the  present  system  and  the  prob- 
lem of  the  extension  under  H.R.  1  to  the  working  poor. 

We  are  trying  to  protect  the  incentives  of  the  working  poor.  The 
chairman  has  called  attention  to  the  fact  that  there  is  now  an  incen- 
tive for  a  father  to  leave  his  family  so  that  his  wife  and  children  can 
get  on  AFDC.  Under  H.R.  1,  a  working  father  would  be  getting  some 
additional  assistance — he  would  continue  to  retain  a  substantial  pro- 
portion of  his  earnings.  So  that  H.R.  1  is  designed  to  maintain  the  in- 
centives of  the  working  poor  rather  than  to  destroy  them  which  is  what 
you  are  doing  under  the  present  system. 

Senator  Fannin.  What  the  chairman  is  trying  to  do  is  to  see  that  a 
father  gives  assistance  to  his  family  and  I  think  that  is  important. 
Just  a  question  of  what  has  been  said  in  this  testimony  about  the  work 
incentives  that  we  have  in  our  present  system :  I  think  the  statement 
was  made  that  there  are  greater  work  incentives  in  the  present  system 
than  in  H.R.  1.  I  am  not  satisfied  with  H.R.  1  but  I  also  know  AFDC 
has  a  work  requirement  and  has  had  that  since  1967 ;  but  what  has  been 
the  result  ? 

Mr.  Pechman.  Well  


813 


Senator  Fannin.  My  great  concern  is  when  I  pick  up  a  newspaper 
and  I  see  all  these  help  wanted  ads,  and  then  I  realize  how  many 
people  are  not  working.  My  question  is ;  we  must  have  some  basis  of 
compelling  these  people  to  either  accept  a  job  or  go  off  welfare,  and 
I  don't  think  you  agree  with  that. 

Mr.  Pechman.  I  agree  with  your  objective.  I  just  don't  think  that 
writing  a  work  requirement  into  a  law  which  you  can't  enforce 
unless  

Senator  Fannin.  What  do  you  mean  you  can't  enforce  it?  If  you 
take  them  off  welfare  aren't  you  enforcing  it  ? 

Mrs.  Rivlin.  Let's  remember  who  these  people  are.  They  are  almost 
all  by  definition  mothers  with  children ;  they  are  also  people  with  low 
education  level  and  not  much  work  experience.  I  think  the  tragedy 
of  the  last  several  years  is  that  the  Federal  Government  has  not  made 
a  vigorous  enough  effort  to  provide  training  and  jobs  and  day  care 
that  would  really  enable  these  women  to  get  into  the  labor  force  in  a 
serious  way. 

Senator  Fannin.  And  you  are  stating  that  these  are  all  women  ?  I 
never  heard  that  statement  before. 

Mrs.  Rivlin.  That  is  the  way  the  AFDC  program  is  set  up. 

Senator  Fannin.  AFDC  ?  You  are  talking  about  the  AFDC ;  I  am 
talking  about  the  overall  program  that  we  are  talking  about. 

Mrs.  Rivlin.  You  are  talking  about  the  aged  and  blind  and 
disabled  ? 

Senator  Fannin.  No,  I  am  talking  about  the  able-bodied  people 
that  should  take  a  job. 

Mrs.  Rivlin.  Senator,  there  aren't  hardly  any  able-bodied  men  in 
welfare  because  the  present  law  does  not  allow  them  to  be  covered. 

Senator  Fannin.  If  the  present  law  were  enforced,  I  would  agree 
but  we  will  not  even  let  the  States  enforce  the  present  law.  We — the 
State  of  Arizona — their  funds  were  threatened  to  be  withheld  unless 
they  permitted  people  to  be  paid,  for  instance,  that  had  been  away 
from  the  State  for  90  days.  They  could  not  even  cut  them  off  if  they 
left  the  State.  A  welfare  recipient,  if  he  left  the  State  or  she  left  the 
State  for  over  a  period  of  90  days,  without  returning  should  be  cut 
off. 

Mrs.  Rivlin.  I  would  agree;  one  of  the  objectives  of  H.R.  1  is  to 
federalize  the  administration  of  welfare  and  that  would  take  care  of 
that  problem. 

Senator  Fannin.  Yes,  but  the  federalizing  of  it  would  make  it  even 
more  extreme  in  that  regard.  If  the  Federal  Government  will  not  let 
the  State  officials  participate  to  a  greater  extent,  not  a  lesser  extent  in 
handling  these  programs  that  should  be  handled  at  the  local  level, 
then  I  think  we  are  building  up  a  monstrosity. 

Mrs.  Rivlin.  I  don't  agree.  I  think  the  monstrosity  we  have  today 
is  that  we  have  50  welfare  systems.  I  think  that  the  location  of  a  poor 
person  should  not  control  

Senator  Ribicoff.  I  think  there  are  1,150  separate  administrative 
units  handling  welfare — 1,150. 

Mrs.  Rivlin.  I  stand  corrected. 

Senator  Ribicoff.  Of  the  so-called  12  million  people  on  welfare, 
only  126,000  are  able-bodied  males.  I  think  it  is  important  time  and 
time  again  to  know  what  figures  we  are  talking  about. 
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Mrs.  Rivlin.  I  agree  with  Senator  Ribicoff.  I  hope  that  in  our  dis- 
cusion  here,  Senator,  we  can  distinguish  between  what  is  wrong  with 
the  present  law  and  extension  of  assistance  to  people  who  are  already 
working,  which  is  one  of  the  major  objectives  of  H.R.  1. 

Senator  Fannin.  I  think  our  goal  

Mrs.  Rivlin.  H.R.  1  does  not  make  the  present  problem  that  you  are 
talking  about — the  few  able-bodied  males  who  happen  to  be  on  wel- 
fare— any  worse.  It  would  improve  it  if  you  modified  H.R,  1  the  way 
we  suggested.  You  are  not  helping  the  millions  of  families  who  are 
now  poor  and  where  the  father  is  working  by  keeping  him  off 
assistance. 

Senator  Fannin.  Well,  of  course,  naturally  we  do  not  want  pov- 
erty in  this  country.  We  want  people  to  have  jobs,  and  we  want  to  help 
them  in  every  way  possible. 

As  I  go  through  this  list,  I  see  many  programs  that  certainly  have 
been  supported  by  all  of  us  and  certainly  could  not  be  eliminated,  and 
I  don't  think  perhaps  could  even  be  diminished  and  in  some  cases 
should  be  expanded.  But  what  I  am  concerned  about  is  what  we  are 
going  to  do  about  having  a  program  that  we  can  afford  to  have.  We 
have  amendments  that  will  bring  it  up  to  $40  or  $50  billion  that  will 
be  offered  on  the  floor  when  we  get  to  that  point,  and  then  I  am  con- 
cerned as  to  what  we  can  do  or  cannot  do.  And  the  most  important 
problem  that  we  have  is  a  $35  to  $40  billion  deficit  facing  us  and  have 
a  6-percent  or  more  unemployment, 

Mr.  Pechman.  That  is  another  question.  I  am  worried  about  fi- 
nances, too.  I  think  that,  if  we  expand  some  Government  programs 
and  do  contract  others,  we  will  have  to  increase  taxes.  I,  for  one,  would 
be  willing  to  have  my  taxes  raised  in  order  to  improve  the  public 
assistance  system  in  the  United  States. 

Senator  Fannin.  And  my  argument,  all  of  the  evidence  that  has 
been  submitted  here,  is  that  if  we  take  the  administration  of  these  pro- 
grams away  from  the  States  we  are  going  to  have  a  far  more  serious 
problem  so  far  as  financing  is  concerned  and  it  is  illustrated  by  just 
what  has  happened  with  the  challenging  of  the  activities  in  the  States 
that  would  assist  in  these  programs  and  cut  down  the  cost  and  give 
incentives  for  people  to  go  to  work. 

Thank  you,  sir. 

The  Chairman.  Senator  Jordan  ? 

Senator  Jordan.  Thank  you,  Mr.  Chairman. 

Dr.  Pechman  and  Mrs.  Rivlin,  I  think  you  have  made  a  good  con- 
tribution to  the  record  here.  I  followed  your  statement  with  a  good 
deal  of  interest, 

On  page  2  you  said,  "The  bill  does  not  make  it  worthwhile  for  peo- 
ple receiving  welfare  payments  to  hold  jobs." 

That  is  H.R.  1.  And  then  later  you  say,  "In  terms  of  work  incentives, 
the  family  assistance  plan  represents  a  significant  step  backward  from 
current  law." 

In  other  words,  as  you  pointed  out,  under  present  law  we  have  a  $30 
disregard  per  month  and  a  third  of  the  earnings  can  be  retained,  so, 
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actually,  this  is  a  step  back — H.R.  1  is  a  step  backward  from  existing 
law;  and  what  is  wrong  with  the  present  law  would  also  be  wrong 
with  H.R.  1  if  it  were  passed ;  isn't  that  correct  ? 

Mr.  Pechmak.  If  it  were  passed  as  is,  that  is  correct.  But  I  don't 
think  we  want  to  exaggerate  the  difficulties  of  improving  H.R.  1. 

Senator  Jordan.  I  am  only  talking  about  the  work  incentive  part  of 

it. 

Mr.  Pechman.  Well,  in  our  view,  all  you  have  to  do  are  two  things 
to  provide  the  work  incentive  that  we  all  want. 
Senator  Jordan.  Yes. 

Mr.  Pechman.  One  is  simple  but  expensive  and  that  is  to  reduce  the 
tax  rate.  I  regret  to  use  the  term  "tax  rate,"  Senator  Curtis,  but  that  is 
the  way  an  economist  thinks  of  it.  Reducing  the  tax  rate  from  two- 
thirds  to  50  percent  is  easy  to  understand  and  I  think  that  we  all 
understand  what  that  would  do :  Increase  the  incentives  to  work  by 
that  much. 

The  other  is  to  permit  either  the  Federal  Government  or  probably 
the  State  governments  to  do  what  they  are  now  allowed  to  do  under 
present  law,  namely,  to  reimburse  the  recipient  of  assistance  for  all 
other  related  taxes  on  his  or  her  earnings. 

Well,  the  Federal  Government  could  relieve  them  of  the  payroll 
taxes;  that  would  be  one  way  to  increase  incentives.  But  then  there 
are  other  implicit  taxes  as  a  result  of  the  fact  there  are  other  noncash 
benefit  programs — for  example,  rent  supplements.  If  you  don't  want 
to  reduce  the  rent  supplement  provision,  which  I  think  ought  not  to  be 
done  at  least  in  the  short  run,  then  you  would  have  to  authorize  the 
State  or  Federal  Government  to  adjust  for  the  implicit  tax  on  the 
earnings  of  the  poor  person,  so  that  his  tax  rate  does  not  exceed  50 
percent.  That  is  done  under  present  law  but  is  not  included  in  H.R.  1. 
I  think  you  ought  to  include  the  present  law  provision  in  the  family 
assistance  plan. 

Senator  Jordan.  Dr.  Pechman,  in  a  study  of  which  you  were  co- 
author, "Is  a  Negative  Income  Tax  Practical,"  in  1967,  you  developed 
some  very  interesting  tables  using  various  bases  and  tax  rates  and 
you  end  up  with  this  statement :  "The  course  of  action  which  we  think 
best  balances  these  considerations,  is  Federal  enactment  of  plan  L,  with 
a  tax  rate  of  40  percent.  The  basic  allowances  of  this  plan",  you  go 
on  to  say,  "would  then,  we  hope,  be  supplemented  by  individual  high 
cost  of  living  States." 

I  would  like  to  make  this  document  a  part  of  the  record  by  refer- 
ence, Mr.  Chairman,  and  ask  Dr.  Pechman  if  he  has  ever  developed 
that  40  percent  rate  that  he  suggests  would  be  good  ? 

Mr.  Pechman.  Yes,  I  have.  I  can  insert  in  the  record  a  table  show- 
ing the  L  plan  that  you  referred  to.  For  those  who  have  not  read  the 
article,  the  L  plan  is  the  lower  basic  allowance  plan  with  a  33%  per- 
cent tax  rate.  There  is  also  an  H  plan  for  a  higher  basic  allowance  with 
a  50  percent  tax  rate. 

I  can  put  that  in  the  record,  Senator. 

Senator  Jordan.  I  wish  you  would,  Dr.  Pechman. 

(The  witness  subsequently  supplied  the  following  tables:) 
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TABLE  1.— BASIC  ALLOWANCES,  BREAK-EVEN  POINTS,  AND  LEVEL  AT  WHICH  PRESENT  INCOME  TAX  SCHEDULE 
APPLIES  UNDER  A  PROPOSED  NEGATIVE  INCOME  TAX  WITH  A  HIGH  BASIC  ALLOWANCE 


Family  size  (number  of 
persons)  i 

(1) 


Basic 
allowance 
(received  by 
units  with 
no  income) 

(2) 


Break-even  point 
(point  at  which 
no  allowance 
is  received  and 
no  taxes  paid) 

(3) 


Level  at  which 
present  tax 
rates  begin 
to  apply  2 

(4) 


Present 
marginal 
tax  rate  at 
income  in  (4) 
(in  percent) 

(5) 


50-percent  tax  rate: 


1     $800  $1,600  3  $2, 050  14 

2     1,600  3,200  3,356  14 

3   2,100  4,200  4,453  14 

4     2,600  5,200  5,557  15 

5...    3,000  6,000  6,377  15 

6   3,400  6,800  7,200  15 

7....    3,600  7,200  7,453  14 

8   3,800  7,600  7,717  14 

40-percent  tax  rate: 

1  .   800  2,000  3  2,050  14 

2     1,600  4,000  4,680  15 

3   2,100  5,250  6,258  16 

4   2,600  6,500  7,865  17 

5     3,000  7,500  9,012  17 

6   3,400  8,500  10,084  19 

7   3,600  9,000  10,362  17 

8   3,800  9,500  10,644  17 


1  Assumes  all  families  with  2  or  more  members  include  2  adults. 

2  Assumes  1-person  family  is  single  with  no  dependents  and  that  families  of  2  or  more  persons  file  joint  returns.  Rates 
used  are  those  applicable  to  1972  incomes  under  the  Revenue  Act  of  1971. 

3  Amounts  indicated  are  the  minimum  taxable  levels  under  the  positive  income  tax.  For  families  of  this  size,  the  break- 
even point  of  the  negative  income  tax  is  below  the  minimum  taxable  level  under  the  positive  income  tax. 

TABLE  2.— BASIC  ALLOWANCES.  BREAK-EVEN  POINTS,  AND  LEVEL  AT  WHICH  PRESENT  INCOME  TAX  SCHEDULE 
APPLIES  UNDER  A  PROPOSED  NEGATIVE  INCOME  TAX  WITH  A  LOW  BASIC  ALLOWANCE 


Family  size  (number  of 
persons)  i 

(1) 


Basic 
allowance 
(received  by 
units  with 
no  income) 

(2) 


Break-even  point 
(point  at  which 
no  allowance 
is  received  and 
no  taxes  paid) 

(3) 


Level  at  which 
present  tax 
rates  begin 
to  apply  2 

(4) 


Present 
marginal 
tax  rate  at 
income  in  (4) 
(in  percent) 

(5) 


40  percent  tax  rate: 

1      $400  $1,000  3  $2, 050  14 

2    800  2,000  2  2,800  14 

3      1,200  3,000  33,550  14 

4   1,600  4,000  34,300  14 

5     2,000  5,000  3  5,050  14 

6   2,400  6,000  6,108  14 

7   2,550  6,375  3  6,550  14 

8   2,700  6,750  37,300  14 

V>yz  percent  tax  rate: 

1   $400  $1,200  3  $2, 050  14 

2    800  2,400  3  2,800  14 

3     1,200  3,600  3,642  14 

4   1,600  4,800  5,171  14 

5   2,000  6,000  6,732  15 

6   2,400  7,200  8,335  16 

7   2,550  7,650  8,514  15 

8...                     .     .  2,700  8,100  8,708  15 


1  Assumes  all  families  with  2  or  more  members  include  2  adults. 

2  Assumes  1-person  family  is  single  with  no  dependents  and  that  families  of  2  or  more  parsons  file  joint  returns.  Rates 
used  are  those  applicable  to  1972  incomes  under  the  Revenue  Act  of  1971. 

3  Amounts  indicated  are  the  minimum  taxable  levels  under  the  positive  income  tax.  For  families  of  this  size,  the  break- 
even point  of  the  negative  income  tax  is  below  the  minimum  taxaDle  level  under  the  positive  income  tax. 

Mr.  Pechman.  I  want  to  mention  one  thing  about  the  L  plan,  low 
basic  allowance  plan.  Don't  forget  that  article  was  written  5  years  ago. 
Senator  Jordan.  That's  right. 

Mr.  Pechman.  Prices  have  risen  since  then.  The  cost  of  living  ad- 
justment alone  would  increase  that  basic  allowance  by  20  percent.  So 
I  would  not  now  support  the  basic  allowances  in  the  low  schedule  of 
that  article.  As  a  matter  of  fact,  I  think  that  the  passage  of  time  has 
made  the  high  schedule  of  basic  allowances  more  appropriate. 
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Senator  Jordan.  So  your  position  now  is  in  favor  of  virtually 
Senator  Ribicoff 's  plan  with  a  50  percent  rate  ? 
Mr.  Pechman.  That  is  correct. 
Senator  Jordan.  Thank  you. 

Senator  Curtis.  Mr.  Chairman,  our  agenda  for  this  morning  lists 
Joseph  A.  Pechman,  director  of  economic  studies,  Brookings  Insti- 
tution, and  then  I  notice  a  footnote  in  your  statement  that  both  of 
you  are  appearing  in  your  own  right  and  this  is  not  the  statement  of 
the  officers  and  employees  of  Brookings  Institution. 

Mr.  Pechman.  Yes,  sir ;  I  would  like  to  emphasize  that. 

Senator  Curtis.  Not  to  downgrade  the  high  qualifications  of  both 
of  you,  I  am  just  bringing  this  out  as  a  matter  of  clarification.  Would 
each  of  you  put  into  the  record  a  brief  synopsis  of  your  own  experi- 
ence in  this  field  ?  I  won't  take  time  for  it  now  and  I  am  asking  it  just 
for  clarification  in  the  record. 

Mr.  Pechman.  We  would  be  glad  to. 

Mrs.  Rivlin.  Certainly. 

(The  following  was  subsequently  supplied  for  the  record)  : 

Joseph  A.  Pechman  is  Director  of  Economic  Studies  at  the  Brookings  Institu- 
tion. He  has  served  as  a  staff  economist  with  the  Office  of  Price  Administration, 
the  Council  of  Economic  Advisers,  and  the  Committee  for  Economic  Development. 
He  was  also  an  assistant  director  of  the  Tax  Advisory  Staff  of  the  Treasury  De- 
partment and  from  the  period  1960-70  was  executive  director  of  the  Studies  of 
Government  Finance.  He  has  also  held  faculty  positions  at  the  Massachusetts 
Institute  of  Technology,  Yale  University,  and  the  University  of  California 
(Berkeley).  Dr.  Pechman  is  the  author  of  Federal  Tax  Policy  (rev.  ed.),  1971 
and  Social  Security:  Perspectives  for  Reform  (with  Henry  J.  Aaron  and  Michael 
K.  Taussig),  in  addition  to  numerous  articles  in  professional  journals. 

Alice  M.  Rivlin  is  an  economist  and  a  Senior  Fellow  at  the  Brookings  Insti- 
tution. From  1966  to  1969  Dr.  Rivlin  served  in  the  Department  of  Health,  Edu- 
cation, and  Welfare  as  the  Deputy  Assistant  Secretary  and  then  as  Assistant 
Secretary  for  Planning  and  Evaluation.  Since  returning  to  the  Brookings  Institu- 
tion, she  has  written  two  books  which  deal  in  part  with  the  welfare  problem.  Sys- 
tematic Thinking  for  Social  Action  (Brookings:  1970)  and  Setting  National  Pri- 
orities: The  1972  Budget  (with  Charles  L.  Schultze,  Edward  Fried,  and  Nancy  H. 
Teeters  ;  Brookings  1971) . 

Cash  Benefits  to  Heads  or  Families 

Senator  Curtis.  I  would  like  to  ask  you  this  question : 
Why  should  an  able-bodied  head  of  a  family,  if  work  is  available, 
be  given  a  cash  incentive  by  the  Government  to  work? 

First,  I  will  ask  you,  do  you  think  he  should  be  given  one? 
Mr.  Pechman.  Do  I  think  what  ? 

Senator  Curtis.  Do  you  favor  giving  an  able-bodied  head  of  a  family, 
if  there  is  work  available,  a  cash  incentive  for  going  to  work  and 
supporting  his  family  ? 

Mr.  Pechman.  The  incentive  we  are  talking  about,  Senator,  is  not 
the  provision  of  a  cash  payment;  it  is  the  reduction  of  the  tax  rate 
on  his  earnings. 

Senator  Curtis.  I  know  what  you  are  talking  about. 

Mr.  Pechman.  The  cash  benefit  is  to  help  him  and  his  family  keep 
body  and  soul  together.  There  are  people  in  this  country  who  can't 
earn  enough  to  support  their  families. 

Senator  Curtis.  I  understand  what  you  have  said,  but  we  have 
used  this  expression  around  this  table  so  much  that  there  should  be 
an  incentive  for  work. 

Now,  I  want  to  know  whether  or  not  you  believe  that  an  able- 
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bodied  individual,  if  there  is  work  available,  should  be  give  a  cash 
consideration  for  going  to  work  ? 

Mr.  Pechman.  I  believe  that  an  able-bodied  citizen  who  cannot 
earn  enough  through  his  work  to  provide  a  decent  standard  of 
living  for  his  family  should  be  given  assistance  by  the  Federal  Gov- 
ernment. I  think  that  is  the  way  I  would  put  it.  The  question  of 
work  incentives  does  not  depend  on  whether  you  would  give  him 
assistance,  but  on  whether  you  tax  him  too  much.  We  worry  about 
tax  incentives  of  the  well-to-do,  but  we  haven't  worried  enough  about 
tax  incentives  of  the  poor. 

I  repeat,  we  have  a  tax  rate  of  66%  percent  plus  a  5  percent  social 
security  tax,  which  together  add  up  to  a  higher  marginal  rate  than 
the  highest  marginal  rate  on  positive  incomes. 

Senator  Curtis.  Well,  I  don't  want  to  clutter  the  record  with  a 
long  argument  but  that  is  not  so  at  all.  I  don't  care  what  the  econo- 
mists call  it;  we  are  not  taxing  his  earnings  1  cent.  At  the  level 
of  income  that  you  are  talking  about,  he  is  paying  no  taxes.  Under 
the  law  if  somebody's  need  is  greater  than  their  resources  they  get 
more  relief,  more  welfare,  and  a  lessening  of  the  amount  of  welfare 
for  an  individual  or  family  because  their  need  is  les9  is  not  taxing 
at  all.  There  are  none  of  these  people  in  this  bracket  paying  any 
Federal  tax ;  this  money  that  you  are  talking  about  is  because  people 
are  working  and  paying  taxes,  other  people. 

Mrs.  Rivlin.  Let  me  just  interject  one  thing  to  come  back  to  Sen- 
ator Long's  point.  Everybody  who  earns  money  pays  social  security 
tax  on  the  first  dollar  of  earnings  and  Senator  Long's  proposal  would 
reimburse  that. 

Senator  Curtis.  Have  you  investigated  in  any  State  the  operation 
of  the  1967  amendments  that  carried  a  cash  incentive  for  people  to  go 
to  work  ? 

Mr.  Pechman.  I  have  not  personally  examined  the  State  experience. 

Senator  Curtis.  Well,  I  have.  The  director  of  our  State  came  in  and 
showed  me  the  figures  how  the  1967  amendments  increased  the  cost  and 
said  what  is  happening  is  that  no  one  is  leaving  the  rolls. 

As  to  disregarding  work  expenses,  I  am  quite  sure  the  committee  had 
in  mind  lunches  and  transportation,  but  the  Department  ruled  that  that 
included  union  dues,  all  of  these  usual  work  expenses,  social  security 
taxes,  and  Federal  income  taxes.  That  was  disregarded. 

Then  the  next  $30  a  month  was  disregarded  and  then  a  third  that 
they  earned  on  top  of  it ;  and  we  had  one  case  that  I  presented  here  to 
the  committee  where  a  family  or  a  head  of  a  family  was  drawing 
$799.75  a  month  in  Nebraska  and  was  still  on  welfare,  and  what  was 
intended  as  a  cash  incentive  bv  the  government  for  people  to  work 
wasn't  that  at  all ;  it  was  a  cash  incentive  to  stay  on  welfare. 

Mr.  Pechman.  Senator,  did  you  bother  to  examine  the  rolls  in  your 
State  to  find  out  how  many  able-bodied  males  you  are  talking  about  ?  I 
don't  know  the  statistics  for  Nebraska  but  the  statistics  for  the  coun- 
try as  a  whole  indicate  that  you  are  not  now  paying  welfare  to  such 
people  except  in  rare  cases. 

Senator  Ribicoff  mentioned  a  number. 

Senator  Ribicoff.  126/XX). 

Mr.  Pechman.  126,000  out  of  a  total  of  well  over  10  million  recip- 
ients of  public  assistance.  You  are  not  talking  about  the  working 
poor.  You  are  talking  about  the  nonworking  poor.  These  are  women 
who  have  children  at  home  who,  if  they  went  to  work,  would  incur  ex- 
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penses  and  you  either  have  to  reimburse  them  for  those  expenses  or  it 
wouldn't  be  worth  their  while  to  work.  I  hope  we  can  keep  the  problems 
of  the  present  welfare  system  separate  from  the  problem  of  extending 
the  assistance  system  to  people  who  are  already  working.  The  latter 
group  are  not  included  in  any  figures  you  have  ever  seen  for  your  State. 

Senator  Curtis.  Yes;  it  is. 

Mr.  Pechman.  I  regret  to  say  it  is  not. 

Senator  Curtis.  The  1967  amendments  enabled  people  to  work  and 
still  have  their  welfare  payment.  It  was  not  intended  as  such  but  it  was 
a  miniature  H.R.  1. 

Mr.  Pechman.  Indeed  it  was  but  I  also  

Senator  Curtis.  It  was  a  miniature  H.R.  1  and  we  ended  up  with 
people  making  substantially  $800  a  month  and  still  staying  on  welfare. 

Mr.  Pechman.  Senator,  your  facilities  for  getting  Nebraska  statistics 
are  better  than  mine.  I  would  be  willing  to  wager  that  the  proportion 
of  able-bodied  males  on  welfare  in  your  State  is  very  small. 

Senator  Curtis.  Well,  every  

Mr.  Pechman.  I  would  like  to  put  that  in  the  record  if  I  could  get 
the  numbers. 

Senator  Curtis.  All  right. 

(The  following  information  was  subsequently  supplied  for  the 
record :) 

In  September  1971,  the  AFDC  case  load  in  Nebraska  consisted  of  11,418  families. 
These  families  included  40,378  persons,  of  which  29,807  were  children  and  10,571 
were  adults.  There  is  no  information  on  the  number  of  male  adults  on  AFDC 
in  Nebraska,  but  if  the  national  average  holds  for  Nebraska  the  number  of  male 
adults  on  AFDC  in  Nebraska  in  September  1971  was  of  the  order  of  1,300.  Most 
of  these  are  probably  incapacitated,  or  are  already  enrolled  in  work-training 
programs,  or  are  working.  The  number  of  malingerers,  if  there  are  any,  must  be 
very  small. 

Senator  Curtis.  Every  abuse  that  is  pointed  out,  it  is  easy  to  say, 
well,  there  are  just  a  few  of  them.  Now,  if  we  are  going  to  reform 
welfare  we  ought  to  look  at  a  few  of  the  basic  facts.  I  don't  think 
there  are  any  abuses  of  any  significance  in  aid  to  the  aged. 

Mr.  Pechman.  I  agree. 

Senator  Curtis.  I  do  not  think  there  are  any  abuses  of  any  signif- 
icant amount  to  the  totally  disabled  or  to  the  blind. 

We  are  talking  about  aid  to  families  with  dependent  children. 

Mr.  Pechman.  Do  you  think  large  abuses  are  perpetrated  by  these 
poor  women  in  this  country  ?  We  are  talking  about  women,  not  about 
males.  The  people  on  AFDC  are  women. 

Senator  Curtis.  I  understand  that ;  and  there  were  some  of  these 
cases  that  I  put  in  the  record  from  Nebraska  where  they  continued 
to  work  and  still  have  their  welfare — were  women.  My  point  is  this, 
that  the  criticism  of  abuses  that  do  exist  involve  primarily  the 
AFDC  

Mr.  Pechman.  That  is  correct. 

Senator  Curtis  (continuing).  Category  and  many  of  them  are  able- 
bodied,  not  all  of  them ;  some  of  them  should  be  with  their  children ;  I 
am  aware  of  that. 

Your  proposal  for  a  negative  income  tax  to  give  everybody  a  guar- 
anteed minimum  income,  that  is  what  it  amounts  to,  should  be  debated 
separately  on  its  merits. 

Mr.  Pechman.  I  agree. 

Senator  Curtis.  It  has  nothing  to  do  whatever  with  welfare  reform. 
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Now,  if  you  mean  by  welfare  reform  simplifying  the  administration, 
the  lessening  of  costs  and  eliminating  whatever  abuses  there  are,  and 
it  has  nothing  to  do  

Mr.  Pechman.  Senator,  you  can't  do  it.  I  think  Mrs.  Eivlin  would 
like  to  comment  on  this,  but  you  can't  introduce  into  the  system  assist- 
ance to  the  working  poor  without  doing  something  about  intergrating 
the  present  welfare  system  with  that  group.  If  you  keep  the  two  apart, 
you  will  find  that  it  will  be  difficult  to  administer  the  two. 


Senator  Curtis.  I  think  the  record  is  pretty  clear  that  there  is  nothing 
in  H.R.  1  that  will  hold  families  together.  I  think  that  every  one  of  the 
Cabinet  members  who  came  here  and  argued  for  H.R.  1  on  the  grounds 
that  it  would  do  that  have  backed  away  from  it  because  there  isn't 
one  scintilla  of  evidence  to  that  effect. 

Mrs.  Eivlin.  Well,  compared  to  the  present  system,  Senator,  there 
is  less  incentive  for  a  man  to  leave  his  family.  But  I  just  wanted  to  get 
into  the  record  that  nobody  is  in  favor  of  abuses  and  if  there  are 
families  in  Nebraska  who  are  earning  more  than  the  law  allows  and 
still  drawing  welfare,  the  law  ought  to  be  enforced. 

Senator  Curtis.  No,  the  law  is  enforced  and  that  is  what  permits 
them  to  do  it. 

Mrs.  Eivlin.  It  has  to  be  an  awfully  large  family  to  allow  them  to 
draw  $800  a  month  and  still  be  on  welfare. 

Senator  Curtis.  No,  because  they  disregard  all  the  social  security 
taxes,  union  dues,  expenses  of  going  to  work,  $30  a  month,  one-third 
of  the  balance,  and  these  were  found  in  our  hearings  here.  I  submitted 
10  cases  of  them  and  it  is  not  because  the  law  is  not  being  enforced;  it 
is  because  the  law  is  being  enforced.  The  Federal  Government  made  us 
enforce  it. 

Mr.  Pechman.  I  haven't  seen  those  10  cases.  May  I  comment  on  them 
for  the  record,  sir  ? 
Senator  Curtis.  Sure. 
Mr.  Pechman.  After  I  look  at  them  ? 
Senator  Curtis.  Sure. 

(The  following  was  subsequently  supplied  for  the  record  by  Mr. 
Pechman :) 

Senator  Curtis  gave  details  of  only  three  out  of  the  ten  cases  he  referred  to  in 
the  Hearings  before  the  Committee  on  Finance  on  H.R.  1,  "Social  Security 
Amendments  of  1971,"  pp.  263-65.  It  is  not  possible  to  explain  the  total  amount 
of  the  disregard  in  the  three  cases  from  the  data  presented.  But  other  data 
suggest  that  two  out  of  the  three  cases  are  not  out  of  line. 

According  to  the  1967  AFDC  study,  the  following  distribution  of  work-related 
and  child-care  expenses  were  incurred  by  AFDC  families  in  Nebraska : 


H.R.  1  and  Family  Breakup 


Percent  of  families  in  Nebraska 
Claiming  costs  of  this  type- 


Amount 


Child  care  for 
Work  related      Working  mothers 


$1  to  $24.... 
$25  to  $49... 
$50  to  $74... 
$75  to  $99... 
$100  to  $149. 


51 
32 
11 
4 


2 


9 

54 
23 
10 
5 


Source:  "Findings  of  the  1967  AFDC  Study:  Data  by  State  and  Census  Division,  Part  II.  Financial  Circumstances,'' 
U.S.  Department  of  Health,  Education,  and  Welfare  (August  1970). 
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The  two  cases  cited  by  Senator  Curtis  with  women  at  the  head  of  the  family 
do  not  seem  to  be  out  of  the  range  shown  on  the  table  above,  on  the  assumption 
that  a  major  share  of  the  earnings  '"disregard"  was  allowed  for  child  care.  The 
third  case  involving  a  working  father  earning  $800  a  month — cannot  be  ex- 
plained on  the  basis  of  the  information  provided  by  Senator  Curtis. 

Mr.  Pechman.  You  know,  large  families  will  have  under  an  as- 
sistance plan  

Senator  Curtis.  Where  I  part  ways  with  you,  no  one  should  have 
to  give  any  ablebodied  person  a  cash  incentive  to  go  to  work.  That  is 
his  responsibility.  The  failure  to  do  so  has  some  rather  dire  conse- 
quences. Also,  there  are  many  ways  to  enable  the  working  poor  to 
increase  their  earning  capacity  and  upgrade  their  working  skills 
without  putting  them  on  welfare  and  you  do  something  to  them  when 
you  put  them  on  welfare. 

Mr.  Pechman.  We  are  increasing  the  number  of  people  eligible  for 
assistance;  I  would  not  call  it  welfare.  It  is  family  assistance  and  I 
agree  with  you  that  a  work  requirement  without  a  national  program 
of  training  and  employment — seeking  jobs  for  these  poor  people — will 
simply  be  a  sham.  I  think  that  Ave  don't  do  enough  of  that  sort  of  thing. 
We  ought  to  help  these  people  find  jobs  and  the  manpower  programs 
of  this  country  are  designed  for  this  purpose.  If  you  are  dissatisfied 
with  that  you  ought  to  increase  the  appropriation  for  manpower  and 
training. 

Senator  Curtis.  Well,  I  don't  think  anybody  is  satisfied  with  wThat 
the  Labor  Department  has  done  on  that.  We  talk  about  increasing  the 
eligibility  by  12  million  and  somebody  says  we  are  going  to  solve  this 
by  providing  300,000  jobs. 

Stripped  of  all  of  its  niceties,  this  is  a  guaranteed  annual  income. 

Plow  much  would  a  family  of  four  draw  under  your  plan  if  the 
head  of  the  family  elected  not  to  work  at  all  ? 

Mr.  Pechman.  A  family  of  four? 

Senator  Curtis.  Yes. 

Mr.  Pechman.  $3,000. 

Senator  Curtis.  $3,000.  If  that  was  made  the  law,  what  would  the 
politicians  2  years  from  now  when  the  election  was  over  

Mr.  Pechman.  Well,  I  agree  with  Senator  Ribicoif ;  eventually,  as 
the  Nation's  income  increases,  the  $3,000  should  be  increased  to  the 
poverty  line. 

Senator  Curtis.  How  much  is  that  ? 
Mr.  Pechman.  It  is  over  $4,000  today. 

Senator  Curtis.  And  you  would  give  that  to  a  head  of  a  family  if  he 
elected  not  to  work  at  all  ? 

Mr.  Pechman.  That  is  correct,  and  I  would  also  lower  his  tax  rate 
to  50  percent.  I  think  that  is  terribly  important. 

Senator  Curtis.  His  tax  rate  on  all  of  his  earnings  ? 
Mr.  Pechman.  What  ? 

Senator  Curtis.  His  tax  rate  on  all  of  his  earnings  ? 

Mr.  Pechman.  Well,  that  is  correct. 

Senator  Curtis.  Well,  that  would  be  all  right, 

Mr.  Pechman.  You  see,  with  a  50-percent  tax  rate,  out  of  every 
additional  thousand  dollars  that  he  earns,  he  can  keep  $500  and  at 
$8,000  

Senator  Curtis.  Of  course,  he  can  make  more  money  by  writing 
to  his  Congressman  and  getting  that  minimum  rate  raised  and  elect 
not  to  work.,  [Laughter.] 
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The  Chairman.  Senator  Anderson  ? 

Senator  Anderson.  I  am  only  interested  in  the  answer  given  to 
Senator  Ribicoff. 

Do  you  have  a  statement  that  follows  this  statement  here  ? 

Senator  Ribicoff.  What's  that,  Senator  Anderson  ? 

Senator  Anderson.  Do  you  have  a  statement  on  that  that  preceded 
that? 

Senator  Ribicoff.  Senator  Anderson,  if  you  will  look  on  page  188 
of  the  same  volume  you  will  see  the  statement  describing  the  situation. 
Senator  Anderson.  Are  you  satisfied  with  it  ? 

Senator  Ribicoff.  We  have  received  nothing,  Senator  Anderson, 
from  the  administration.  We  have  asked  for  it  but  they  have  not 
given  it  to  us. 

Senator  Anderson.  I  think  this  is  something  which  should  be 
supplied. 

Senator  Ribicoff.  That  is  why  I  asked  the  chairman  to  see  if  the 
staff  could  not  get  some  answers  to  the  committee  about  my  requests. 

Clerk's  Note :  Though  the  material  was  never  furnished  to  the  com- 
mittee by  the  Department,  the  committee  subsequently  held  hearings 
on  Feb.  15,  1972,  on  the  many  poverty  programs  at  which  adminis- 
tration witnesses  testified.  These  hearings  will  be  published. 

Refund  of  Social  Security  Tax  for  Low-Income  Workers 

The  Chairman.  Let  me  say  that  I  am  pleased  to  know  that  you 
suggested  in  your  writings  that  you  should  not  charge  the  social 
security  tax  to  the  poor.  I  was  not  aware  of  it.  I  am  glad  to  know 
about  it.  I  have  had  occasion  to  look  at  some  of  your  writings  on 
welfare  and  social  security. 

Governor  Reagan  told  me  when  I  was  suggesting  that  we  ought  to 
supplement  the  wages  of  the  working  poor  that  he  didn't  think  he 
could  buy  that  because  it  seemed  to  him  that  the  cost  of  it  would  go  up, 
up,  and  up  and  he  couldn't  see  where  the  stopping  point  would  be.  But 
he  indicated  to  me  that  he  could  support  a  proposal  where  you  would 
just  give  a  man  back  the  social  security  tax  that  he  pays. 

I  am  not  sure  whether  he  meant  the  5  percent  or  the  10.  My  thought 
is  that  since  the  worker  generated  the  whole  10.4  percent  just  give  him 
back  the  whole  thing.  If  he  doesn't  make  enough  money  to  owe  you  an 
income  tax  which  we  have  now  geared  to  the  poverty  level,  just  give 
him  back  the  social  security  tax  you  collected  from  him — a  far  more 
acceptable  and  dignified  thing  to  do  than  to  give  him  a  welfare  grant. 
So  I  am  pleased  to  hear  that  you  like  the  idea  and  that  you  have  been 
recommending  it  down  through  the  years. 

Mr.  Pechman.  Mr.  Chairman,  let  me  interject  at  this  point,  to  con- 
gratulate you  not  only  for  suggesting  that  we  refund  the  5  percent  that 
he  pays  but  also  the  5  percent  that  the  employer  pays.  I  think  you  will 
find  that  most  economists  believe  that  the  employee  bears  not  only  the 
tax  he  pays  but  the  tax  that  the  employer  himself  pays  on  his  behalf. 
Your  proposal  correctly  would  refund  the  total  tax  on  the  employee's 
earnings  which  is  the  combined  10  percent  tax ;  and  I  agree  100  percent. 

The  Chairman.  Well,  now,  employers  like  to  think  they  are  paying 
the  whole  thing  because  oftentimes — I  see  you  shaking  your  head. 

Mr.  Pechman.  I  agree  with  you. 
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The  Chairman.  I  don't  agree  with  that  either  because  they  are  not 
paying  the  whole  thing.  They  like  to  think  they  are  paying  the  whole 
thing  because  in  addition  to  what  was  withheld  from  the  employee  they 
just  added  their  5  percent  and  paid  it  in.  But  when  that  fellow  buys 
a  product  as  a  consumer  that  product  has  been  priced  10.4  percent  more 
than  it  otherwise  would  be,  plus  a  profit  on  top  of  that,  so  as  a  consumer 
he  is  absorbing  that  tax  when  he  buys  the  product  of  his  own  effort. 
Therefore,  the  social  security  tax  often  works  out  as  a  hidden  sales  tax 
on  the  consumer.  It  just  means  to  me  we  would  do  as  well  to  just  give 
back  to  poor  people  their  social  security  money  and  if  that  is  what  is 
causing  them  to  apply  for  welfare  then  it  might  take  them  off  the  wel- 
fare rolls.  It  would  cost  a  substantial  amount  of  money  and  that  I 
favor. 

It  is  sort  of  against  my  code  of  ethics  to  say  what  the  President  told 
me ;  I  feel  I  am  privileged  to  say  what  I  told  him. 

Lyndon  Johnson  used  to  tell  me  what  Sam  Rayburn  told  him,  and 
people  would  come  back  to  Sam  and  would  say,  "The  President  said 
you  told  him  this  and  that,"  and  he  finally  would  say,  "I  don't  care 
what  I  told  the  President;  my  point  is  what  did  he  say  to  me." 

I  don't  feel  that  I  am  privileged  to  report  what  a  President  says 
except  when  he  releases  that. 

When  I  first  read  the  account  of  this  H.R.  1  proposal  my  reaction  to 
the  President  was  that  the  $5  billion  price  tag  didn't  bother  me.  I 
would  be  happy  to  distribute  $5  billion  among  the  poor,  beyond  what 
they  were  getting ;  I  would  be  willing  to  vote  for  more  than  that,  really, 
but  what  concerned  me  was  that  I  don't  think  you  ought  to  pay  any 
more  to  people  for  not  working  than  you  are  paying  already. 

It  seemed  to  me  you  ought  to  pay  money  to  people  for  working.  Now, 
one  of  the  simplest  ways  would  be  to  give  back  that  social  security  tax. 
Another  way  would  be  just  to  add  something  to  a  low  income  earned 
and  you  would  not  have  to  force  somebody  to  take  a  slave  labor  job. 
You  simply  say,  "There  are  a  bunch  of  jobs;  take  any  one  of  them  and 
we  will  add  something  to  whatever  you  are  making.  If  you  are  not 
working  you  are  not  eligible." 

Now,  Mrs.  Rivlin  made  the  point  and,  of  course,  there  is  merit  to 
that,  it  is  not  going  to  do  a  person  any  good  if  there  are  no  jobs  avail- 
able and,  frankly,  I  think  we  ought  to  accept  the  responsibility  of  say- 
ing that  we  will  assure  every  citizen  the  opportunity  to  work,  even  if 
we  have  to  create  the  job.  I  recall  my  first  job  as  being  a  messenger  boy. 
I  wanted  to  work,  hoping  to  be  a  page  or  something.  My  father  didn't 
want  to  put  me  on  the  State  payroll,  so  he  let  me  be  a  messenger  boy 
in  the  Governor's  office.  I  was  happy  to  get  the  job,  carry  a  message 
somewhere,  and  he  would  pay  me  out  of  his  own  pocket.  And  many 
persons  have  done  that  for  relatives,  create  jobs,  make  one,  find  jobs, 
put  a  person  to  work  doing  something  rather  than  just  handing  him 
money  for  doing  nothing. 

So  I  personally  would  support  something  where  we  are  increasing 
the  income  of  low-paying  jobs. 

Obtaining  Support  From  Fathers 

Now,  here  is  the  big  problem  about  this  program,  as  I  see  it,  and  I 
ask  that  that  chart  on  page  21  of  this  committee  document  which  is  the 
speech  I  made  on  August  6  and  some  supporting  data  be  made  avail- 
able to  you. 

(Material  referred  to  follows:) 
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AFDC  FAMILIES  BY  STATUS  OF  FATHER,  1969 


Status 

Number 

Percent 

Total  

1,630,400 

100.0 

Dead  

Incapacitated  

Unemployed,  or  employed  part  time, 
and— 

Enrolled  in  work  or  training  pro- 
gram   

Awaiting  enrollment  after  referral 
to  WIN  

Neither  enrolled  nor  awaiting  en- 
rollment  

89,700 
187,900 

36,000 
14,800 
28,200 

5.5 
11.5 

2.2 
.9 
1.7 

'  Subtotal  

79,000 

4.8 

Absent  from  the  home: 

Divorced  

Legally  separated  

Separated  without  court  decree 

223,600 
45,200 

-1-7-7  cr  r\f\ 

177,500 

13.7 
2.8 
10.9 

Deserted  

Not  married  to  mother  

258,900 
454,800 

15.9 
27.9 

In  prison    

Absent  for  another  reason  

42,100 
26,700 

2.6 
1.6 

Subtotal  

1,228,800 

75.4 

Other  status: 

Stepfather  case  

Children  not  deprived  of  support  or 

care  of  father,  but  of  mother  

Not  reported  

30,400 

14,400 
200 

1.9 

.9 
O 

1  Less  than  0.05. 

Source:  Department  of  Health,  Education,  and  Welfare. 
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Chart  A 

NUMBER  OF  CHILOREN  RECEIVING  AID  TO  FAMILIES  WITH  OEPENDENT 
CHILOREN  MONEY  PAYMENTS  BY  STATUS  OF  FATHER, 
JUNE  OF  SELECTED  YEARS.  1940  TO  DATE 

MILLIONS  OF  CHILDREN 
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The  Chairman.  That  table,  I  think,  highlights  the  big  problem 
with  the  existing  program  and  what  will  be  the  problem  with  the  suc- 
ceeding programs  unless  we  find  some  way  to  shore  up  that  short- 
coming, and  that  would  indicate  this : 

In  the  category  of  fathers  absent  from  the  home  in  this  AFDC  pro- 
gram, you  have  75  percent  of  all  welfare  cases.  Now,  there  are  some  of 
those  cases  where  obviously  we  cannot  obtain  support  from  the  father. 
There  is  not  much  hope  of  getting  support  from  him  when  he  is  in 
prison — that  is  2.6  percent.  If  you  can't  find  him,  you  couldn't  get  much 
help,  but  it  would  appear  that  to  me  that  in  about  50  percent  of  these 
cases  the  identity  of  the  father  is  known,  and  he  could  be  required  to 
provide  something  for  the  support  of  his  family.  It  would  seem  to  me 
that  other  than  simply  providing  emergency  help  for  this  mother  and 
those  children,  the  answer  is  to  require  that  father  to  support  that 
family  as  we  did  before  we  had  a  welfare  program — in  fact,  as  we  did 
up  until  the  court  decisions  stopped  it,  rather  than  to  put  that  family 
on  Uncle  Sam's  backdoor  for  the  taxpayers  to  support. 

Now,  I  would  just  like  your  reaction  to  this  situation.  Here  is  a 
situation  where  a  man  is  living  in  the  house ;  he  is  living  with  a  wom- 
an who  is  the  mother  of  his  children  and  children  who  he  admits  to  be 
his  children  but  he  is  not  married  to  the  mother. 

I  am  told  the  HEW  regulations  today  permits  that  family  to  go  on 
welf  are  when  the  answer  should  be  first  to  try  to  get  him  to  voluntarily 
pay  and  if  he  won't,  then  sue  him  and  declare  him  to  be  the  father, 
order  him  to  pay  support  and  if  he  still  doesn't  pay  it,  then  put  him  in 
jail.  That  remedy  was  very,  very  successful  up  until  we  started  loading 
all  those  people  on  the  back  of  Uncle  Sam. 

What  is  your  reaction  to  that  ? 

Mr.  Pechman.  Well,  I  doubt  the  basic  fact  that  you  mentioned  that 
75  percent  of  the  public  assistance  families,  consists  of  families 
where  you  could  identify  the  father  and  could  require  him  to  support 
the  family  adequately. 

There  is  undoubtedly  some  abuse  and  I  would  like  to  strengthen  our 
social  services  and  other  methods  of  improving  understanding  in  this 
area.  This  is  not  a  question  for  an  economist  to  answer.  It  is  a  question 
for  sociologists  and  social  welfare  experts. 

My  concern,  Senator,  is  that  we  keep  talking  about  these  great 
abuses  and  it  turns  out  that,  after  you  have  investigated  them,  there 
are  relatively  few  families  with  males  in  the  home  who  can't  work  and 
that  this  is  being  used  as  a  pretext  to  deny  needed  assistance  to  the  mil- 
lions of  families  with  fathers  who  are  in  the  family  and  working. 

I  would  agree  with  you  that  the  law  should  be  strengthened  where 
necessary  to  take  care  of  the  current  abuses.  But  I  think  that  that 
does  not  go  to  the  heart  of  H.R.  1.  The  heart  of  H.R.  1  is  the  question 
of  whether,  after  you  have  taken  care  of  the  abuses  of  present  law,  you 
want  to  extend  assistance  and  maintain  the  incentives  of  the  working 
poor  who  are  not  now  covered  by  welfare. 

The  Chairman.  Well,  Mr.  Pechman,  a  man  who  is  very  high  in  this 
Government  made  the  statement  to  me  that  the  people  who  are  most 
against  the  existing  welfare  system  are  those  who  live  right  next  door 
to  them. 
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I  live  in  a  rural  area  and  I  am  under  the  impression  that  at  one  time 
100  percent  of  my  neighbors  were  on  welfare  and  none  of  them  should 
have  been  there.  There  was  a  man  in  that  family  who  had  been  work- 
ing up  until  they  got  the  family  on  the  welfare ;  and  from  that  point 
on  nobody  could  get  him  to  do  any  work. 

Now,  it  would  seem  to  me  that  the  answer  should  have  been  all 
along  to  say  with  regard  to  those  men  that  if  they  are  working  but  not 
making  enough  to  adequately  provide  for  those  children  we  would  add 
something  to  their  earnings  and  the  families  would  live  a  lot  better; 
they  would  have  more  income  and  those  men  would  not  have  quit  their 
jobs. 

As  it  was  they  both  quit  working,  enormously  increased  their  con- 
sumption of  alcoholic  beverage  and  the  money,  instead  of  going  for 
the  benefit  of  the  children  was  going  largely  for  the  benefit  of  the 
adults,  with  the  result  that  we  lost  two  people  from  the  labor  force 
who  could  have  been,  not  the  best  workers  on  earth,  but  they  could 
have  been  marginal  workers  making  their  own  way  with  us  adding 
something  to  their  earned  income. 

Adding  to  Earnings 

Now,  I  favor  and  would  strongly  advocate  and  support  legislation 
to  add  something  to  what  those  men  can  earn  if  they  go  to  work,  but 
I  don't  see  how  you  can  deal  with  poorly  motivated  people,  how  you 
can  do  much  with  them  unless  you  say,  "Here  we  can't  help  you  unless 
you  take  the  job."  Incidentally,  both  those  were  working  men. 

Mr.  Pechman.  But  you  have  to  have  a  job  to  give  them  if  you  make 
that  requirement. 

The  Chairman.  They  both  had  jobs. 

Mr.  Pechman.  There  are  5  million  people  unemployed  in  the  coun- 
try today  and  recent  statistics  suggest  there  may  be  an  equal  number 
who  are  unemployed  and  not  seeking  work.  In  a  nation  in  which  10 
million  people  can't  find  jobs,  I  doubt — unless  you  have  a  public  serv- 
ice employment  program  

The  Chairman.  It  is  all  fine  to  sit  up  there  in  your  ivory  tower 
where  you  are  in  the  Brookings  Institution,  in  your  air-conditioned 
office  and  say  you  have  5  million  unemployed  workers.  Of  the  5  mil- 
lion, half  of  them  are  drawing  unemployment  insurance  benefits  which 
would  exceed  what  the  welfare  program  would  provide.  I  supported 
that  and  I  am  for  it.  Then  those  who  are  not  working,  a  lot  of  them 
are  between  jobs  and  who  have  jobs  available  but  jobs  they  don't  want 
to  take — it  does  not  pay  enough.  But  you  have  three  and  a  half  mil- 
lion families  in  the  country  that  would  like  to  hire  some  sort  of  domestic 
help. 

Do  you  want  to  challenge  that  figure ;  that  is  the  best  figure  I  have 
on  that  subject? 

Mr.  Pechman.  I  am  in  favor  of  an  employment  service  to  try  to 
get  domestics  into  the  homes  where  there  are  jobs. 
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The  Chairman.  Eight. 

Mr.  Pechman.  But  we  don't  have  an  adequate  service  to  provide 
those  jobs. 

The  Chairman.  There  are  all  sorts  of  low-paying  jobs  that  you  can't 
get  anybody  to  take.  I  don't  too  much  blame  them  for  not  taking  them. 
I  would  like  to  increase  what  they  pay  so  the  job  would  be  more  at- 
tractive. It  would  seem  to  me  that  we  would  be  on  a  better  basis  if  in- 
stead of  guaranteeing  these  people  who  are  presently  working  a  wel- 
fare type  payment,  which  he  gets  whether  he  works  or  not,  that  we 
would  do  better  to  take  the  view  if  you  are  working  but  not  making 
enough  to  provide  adequately  for  a  family,  "We  will  add  something  to 
your  earnings." 

In  that  way  we  don't  have  to  try  to  make  them  go  to  work.  We  don't 
have  to  argue  about  the  desirability  of  that  job  they  have;  otherwise, 
I  think  we  will  be  continually  confronted  with  this  thing  which  I 
have  experienced  with  the  National  Welfare  Rights  organization 
which  comes  down  here  and  these  people  say,  "I  am  not  going  to  work 
no  longer,"  and  they  all  stand  up  and  shout,  "Yea,"  and  then  they 
shout,  "I  am  not  going  to  do  no  working  as  no  domestic."  "Yea."  And 
they  all  cheer  and  scream  and  if  you  hadn't  seen  that  demonstration — 
I  hope  they  do  it  for  you  like  they  have  done  it  for  me  on  occasion.  So 
they  indicate  all  these  jobs  are  beneath  their  dignity  and  they  won't 
take  them. 

I  don't  want  to  be  the  fellow  to  be  depicted  by  the  Washington  Post 
next  thing  as  using  some  kind  of  whip  on  a  lot  of  poor  people  trying 
to  make  them  take  jobs  they  won't  take. 

If  we  are  going  to  vote  for  a  new  program,  I  would  be  willing  to 
vote  for  one  which  says  there  is  a  job ;  if  we  can't  find  one  we  will  make 
a  job.  Put  them  in  the  public  service;  pay  somebody  to  put  people  to 
work  but  take  the  job ;  take  jobs  that  are  available  and  then  if  the  job 
does  not  pay  enough  we  will  add  something  to  it. 

Do  you  find  some  appeal  in  that  approach? 

Mr.  Pechman.  Obviously — Alice,  do  you  have  any  further 
comments  ? 

Mrs.  Rxvlin.  Well,  it  is  not  clear  to  me  what  you  are  proposing,  Sen- 
ator, but  it  seems  to  me,  to  go  back  to  your  two  cases  where  these  peo- 
ple had  jobs,  those  are  exactly  the  kind  of  people  to  whom  H.R.  1  is 
addressed.  It  would  supplement  their  earnings  and  it  would  remove 
this  incentive  to  lose  the  job  to  get  the  wife  on  welfare. 

Guaranteed  Income  Approach  vs.  Paying  Persons  for 
Doing  What  Society  Values 

The  Chairman.  Well,  H.R.  1  starts  out  by  putting  them  on  at  $2,400 
if  it  is  four  people  and  then  by  the  time  you  look  at  all  the  deducts  they 
take,  I  am  in  accord  with  you;  I  don't  care  whether  you  are  taking 
away  a  person's  income  by  putting  a  tax  on  him  or  taking  away  his 
welfare  check ;  it  is  a  distinction  without  a  difference. 

Mr.  Pechman.  Right. 

The  Chairman.  So  if  he  loses  about  80  cents  on  the  dollar  if  you 
take  away  the  food  stamps,  medical,  you  are  taking  away  80  cents  and 
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if  someone  is  trying  to  get  a  babysitter  or  yardman,  he  will  say,  "I 
will  take  it  providing  you  pay  me  in  cash  and  no  records  kept" — I 
don't  think  we  ought  to  see  more  of  that. 

I  think  when  you  are  structuring  a  program  you  ought  to  try  to 
structure  it  so  it  is  to  the  person's  advantage  to  do  what  you  think  he 
ought  to  do.  If  you  do  what  I  would  like  to  do  about  the  social  secu- 
rity thing,  in  order  to  show  that  he  is  eligible  for  refunds  if  he  is  mak- 
ing $2,000  or  $3,000  he  would  have  to  show  he  has  some  dependents 
to  support ;  so  he  is  claiming  them  rather  than  denying  them. 

Under  the  existing  system  it  makes  it  advantageous  for  him  to  deny 
those  are  his  children  or  that  he  has  either  an  obligation  to  support  or 
the  income  to  support  them  with. 

Now,  if  you  can  structure  a  program,  and  that  is  what  I  have  been 
trying  to  do  for  years  now,  to  structure  the  program  so  that  it  is  to  a 
person's  cash  advantage  to  do  what  you  want  him  to  do,  then  I  think 
he  is  likely  to  do  it. 

I  see  you  are  nodding  at  that  because  that  is  the  basis  of  our  whole 
economic  system. 

Senator  Ribicoff.  I  find  this  a  very  fascinating  exchange  because, 
frankly,  as  I  listened  to  my  distinguished  chairman,  there  is  no  dis- 
tinction between  what  you  are  talking  about  and  what  he  is  talking 
about. 

Mr.  Pechman.  That  is  correct. 

Senator  Ribicoff.  Now,  we  get  to  the  negative  tax,  so  you  are  trying 
to  find  the  words  and  music  about  what  the  chairman  is  talking 
about.  The  problem  comes  about  by  the  fact  we  are  confusing  two 
things :  We  are  confusing  general  unhappiness  with  the  present  wel- 
fare system  and  all  the  arguments  spill  over  to  H.R.  1,  the  family 
assistance  program  which  is  a  program  designed  not  for  the  no  good 
loafer  who  doesn't  want  to  work  but  the  man  who  wants  to  work  and 
is  not  making  it. 

We  are  all  sympathetic.  He  probably  has  got  the  dregs  of  every  kind 
of  job  and  that  is  why  he  probably  is  making  so  little  and  that  is  why 
I  asked  the  first  question. 

Senator  Long's  proposal  of  $400  to  go  back  to  the  person,  I  think,  is 
just  great.  I  am  going  to  cosponsor  it,  if  he  is  going  to  take  me.  If  you 
listen  to  Senator  Long  why  don't  you  go  back  to  the  ivory  tower  that 
you  are  working  in,  if  that  is  where  you  are  working,  which  is  quite 
a  nice  place,  to  come  up  with  the  music  so  that  Senator  Long  can  dance 
to  it?  [Laughter.] 

Frankly,  I  think  we  have  got  ourselves  u  welfare  program;  we 
have  H.R.  1. 

Mr.  Pechman.  It  is  the  first  time  anybody  has  asked  an  economist  to 
try  to  make  music  but  I  will  try  to  make  music. 

Senator  Ribicoff.  But  it  must  be  impressed  upon  you,  as  it  has  upon 
me,  this  is  what  is  so  confusing  because  there  is  so  little  difference  be- 
tween what  you  are  saying  and  what  Senator  Long  is  saying,  and  yet 
everybody  puts  it  at  the  opposite  end  of  the  spectrum. 

Mr.  Pechman.  Mr.  Chairman,  I  think  that  the  Senator  is  quite  right ; 
our  objectives  are  the  same.  I  think  we  are  trying  to  say  the  same  thing, 
but  we  say  it  in  somewhat  different  language. 


828 


You  say  you  want  to  give  money  to  somebody  who  is  working  and 
not  to  somebody  who  is  not  working.  Well,  what  you  are  doing  in  the 
family  assistance  plan  for  a  man  is  working  is  giving  him,  in  effect,  a 
basic  allowance  that  will  take  care  of  the  first  $2,400  of  his  family 
earnings,  you  see,  and  then  you  are  saying,  "For  every  dollar  that  you 
earn  you  will  be  able  to  keep  a  half  dollar." 

Now,  the  combined  minimum  payment,  plus  the  amount  that  he 
keeps  from  his  earnings  will  work  out  arithmetically  the  same  as  if  you 
design  it  the  other  way  around ;  namely,  that  for  every  dollar  he  earns 
you  will  supplement  his  income  a  certain  amount. 

I  think  the  family  assistance  plan  is  preferable  because  we  don't 
have  to  do  it  on  an  hourly  basis.  It  is  not  desirable  to  do  it  on  an 
hourly  or  weekly  basis  because  people  have  seasonal  and  part-time 
jobs  and  so  on.  I  think  the  family  assistance  way  is  much  the  simplest 
way  to  go  about  it,  namely,  you  take  a  man's  income  for  a  quarter  and  if 
you  find  he  is  under  the  breakeven  point  you  supplement  that,  making 
adequate  allowance  for  his  dependents. 

The  Chairman.  Let's  just  get  to  the  kind  of  thing  that  works  out 
under  your  program.  If  you  have  a  pencil,  just  write  these  figures 
down  and  see  how  it  works  out: 

You  would  like  that  person  to  have  about  $3,000  of  income  guaran- 
teed. At  that  point  you  are  going  to  try  to  get  him  to  go  to  work. 

Let's  assume  you  are  going  to  let  him  keep  about  $60  a  month,  which 
is  the  figure  under  H.K.  1,  as  I  understand  it ;  so  add  $720  a  year  more. 

Mr.  Pechman.  Eight. 

The  Chairman.  I  agree  with  you  that  a  phaseout  when  you  try  to 
hold  that  marginal  tax  rate  to  50  percent  is  a  proper  objective  and  I 
favor  that,  I  think  it  is  a  good  idea  and  I  would  like  to  structure  it 
that  way. 

Now,  what  figure  are  you  going  to  come  up  with  if  you  are  going  to 
let  him  keep  $720  and  you  start  him  out  with  $3,000,  how  much  does  he 
have  to  make  before  you  get  him  off  welfare  ?  You  let  him  keep  $720 
of  his  earnings  and  you  are  going  to  phase  out  the  $3,000  at  a  50-per- 
cent rate. 

Mr.  Pechman.  Another  $3,000.  In  other  words,  if  he  earns  $6,720  he 
gets  no  assistance. 

The  Chairman.  All  right.  So  you  have  got  to  get  him  up — for  a 
family  of  four  you  have  got  to  get  him  up  to  $6,720  before  you  can 
get  him  off  the  rolls,  to  phase  out  that  initial  $3,000. 

My  approach  would  be  to  say,  well,  let's  tell  this  fellow  he  is  not 
eligible  unless  he  takes  some  kind  of  a  job. 

Now,  let's  assume  he  starts  out — so  he  starts  out  earning  $2,000  and 
you  are  building  on  top  of  that  $2,000  and  you  are  going  to  make  up 
naif  the  difference  between  that  and  the  minimum  wage,  or  the  pov- 
erty level. 

Well,  if  you  want  to  get  him  up  to  $3,000  then  you  only  have  got  to 
phase  out  $1,000 ;  if  you  are  phasing  out  $1,000  by  the  time  he  gets  up 
to  $4,000  he  is  off  welfare  and  off  your  hands. 

Now,  that  makes  a  lot  more  sense  to  me  than  it  does  to  have  him  still 
on  welfare  when  he  is  making  $6,700  

Mr.  Pechman.  Well,  but  you  are  getting  

The  Chairman  (continuing).  Which  is  a  pretty  good  income. 
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Mr.  Pechman.  But  you  are  getting  into  a  notch  problem.  You  have 
to  be  careful,  Mr.  Chairman.  If  you  just  limit  additional  assistance 
that  you  give  him  after  $3,000  to  $1,000,  the  tax  rate  becomes  100  per- 
cent and  the  problem  is  to  reduce  that  tax  rate  so  that  there  will  be 
adequate  incentive  to  work. 

Eligibility  for  Benefits  on  the  Basis  of  Working 

The  Chairman.  Let  me  explain  this  to  you.  Suppose  you  start  on 
the  basis  of  saying  that  you  are  not  eligible  for  this  program  unless 
you  take  a  job.  All  right.  You  refer  him  to  whatever  jobs  you  can  find. 
There  are  a  multitude  of  jobs;  admittedly,  none  of  them  start  you  out 
as  president  of  the  corporation  or  chairman  of  the  board  but  there  is  a 
job  over  there.  "Take  any  one  of  them  and  if  you  won't  take  one  of 
those,  we  will  create  some  kind  of  a  job,  a  public  service  job." 

Mr.  Pechman.  Fine. 

The  Chairman.  Let's  assume  that  job,  either  because  it  is  not 
enough  hours  or  not  enough  wages,  only  pays  $2,000. 

Now,  that  is  $2,000  of  earnings,  but  he  is  not  eligible  for  the  program 
if  he  is  not  working. 

Now,  let  us  say,  and  my  approach  would  be  to  say,  all  right,  the 
poverty  level  for  that  family  of  four  would  be  $4,000.  Let's  make  up 
half  the  difference  to  him;  so  you  are  having  to  put  up  $1,000  and  that 
is  what  you  are  having  to  phase  back  out  on  so  at  a  50-percent  mar- 
ginal rate  by  the  time  he  has  made,  he  has  increased  his  income  by 
$2,000  he  is  no  longer  on  the  welfare. 

Mr.  Pechman.  The  difference  between  your  plan  and  my  plan  is 
that  you  have  a  minimum  allowance  of  $2,000  and  I  have  $3,000 ;  that 
is  the  only  difference. 

The  Chairman.  All  right.  It  is  exactly  what  we  are  talking  about. 

Now,  the  big  difference  is  you  are  starting  him  out  with  $3,000  for 
doing  nothing  and  I  am  starting  him  out  with  $2,000  for  working ;  that 
is  the  big  difference. 

Mr.  Pechman.  It  is  a  big  difference. 

Senator  Eibicoff.  I  think  we  may  be  able  to  settle  this  right  in  this 
colloquy.  You  know,  this  is  very  fascinating.  The  first  time  we  really 
have  had  this  out  on  the  table. 

What  Senator  Long  is  saying,  and  I  don't  think  anybody  disagrees, 
he  wants  people  to  work. 

Mr.  Pechman.  Eight. 

Senator  Eibicoff.  And  he  has  no  sympathy  for  anybody  who  doesn't 
want  to  work. 

Now,  he  agrees,  too,  that  you  are  poor  because  you  don't  have  any 
money  in  your  pocket  so  let's  say  you  have  somebody,  whether  he  is 
working  in  a  rural  area  in  Louisiana  or  he  is  working  in  Hartford, 
Conn.,  and  he  is  of  the  lowest  possible — on  the  lowest  rung  of  the 
economic  ladder ;  and  he  is  earning — he  is  working  and  he  is  doing  his 
best.  He  has  got  a  family  of  four  and  earning  $2,400.  Instead  of  all 
this  money  business  and  mumbo- jumbo,  and  the  $4,000  is  poverty,  so 
we  give  that  person  $1,600  and  if  he  is  earning  $3,500  and  $4,000  is 
poverty,  you  are  giving  him  $500. 

Now,  if  you  want  people  to  work,  and  what  Senator  Long  says,  you 
are  paying  people,  encouraging  people  to  work.  I  agree.  I  think  the 
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whole  semantics  of  this  argument  are  what  is  causing  all  the  confusion. 

I  have  no  quarrel  with  Senator  Long's  objectives,  if  we  look  at  per- 
spective. In  other  words.  Senator  Long  says,  "I  don't  want  to  pay 
people  who  don't  work ;  I  want  to  pay  people  who  work,"  but  we  are 
saying  that  in  the  family  assistance  program,  part  of  the  President's 
program,  we  are  saying  that  those  people  who  are  working  and  who 
are  not  earning  enough,  these  are  not  the  loafers  and  no  goods ;  thej 
are  the  people  who  are  struggling  to  keep  body  and  soul  together  and 
are  working  but  can't  make  it. 

Then  we  say  as  a  nation  we  recognize  everybody  who  is  willing  to 
work  certainly  ought  to  be  at  the  poverty  level  or  above  and  if  the 
poverty  level  of  a  family  of  four  is  $4,000  and  that  man  is  earning 
$2,400,  we  are  going  to  get  $1,600  through  a  computer  without  all  the 
intervention  of  these  hundreds  and  thousands,  thousands  and  millions 
of  welfare  workers  to  do  it  and  we  are  going  to  try  to  train  them  to 
upgrade  their  jobs  and  we  are  going  to  see  to  it  that  if  there  are  no  jobs 
even  at  that  level  in  our  private  market  you  are  going  to  have  some- 
thing in  the  public  sector. 

I  don't  think  there  is  any  difference  at  all  between  Senator  Long 
and  myself. 

Mr.  Pechman.  Agreed. 

Senator  Ribicoff.  If  we  start  talking  about  what  our  objectives  are 
and  work  back  to  them. 

Mr.  Pechman.  Senator,  I  agree  100  percent. 

Mr.  Chairman,  I  think  that  you  have  described  for  the  working  poor 
what  we  have  called  the  negative  income  tax.  Start  out  with  $2,000, 
you  see.  If  he  earns  $2,000  you  are  going  to  give  him  half  the  difference 
between  $2,000  and  some  breakeven  level,  say,  $4,000.  That  means  he 
will  wind  up  with  spendable  income  of  the  $2,000  that  he  earns  plus 
$1,000  that  the  Federal  Government  will  give  him.  That  is  a  negative 
income  tax. 

The  only  problem  that  I  have  with  what  you  said  is,  you  wish  to  limit 
assistance  to  people  who  are  working.  Well,  the  present  bill  does  do 
that.  It  requires  anybody  who  gets  assistance  under  the  family  bene- 
fits plan  to  register  for  training  and  so  on,  and  you  have  to  do  some- 
thing about  them. 

Suppose  somebody  does  what  the  bill  asks,  goes  to  the  employment 
service  or  Labor  Department  and  offers  himself  for  work,  for  domestic 
service  or  what  have  you.  I  assure  you,  Senator,  that  under  present 
appropriations  and  present  administrative  arrangements,  most  of  those 
people  will  not  get  jobs. 

What  are  you  going  to  do  about  the  men  who  offer  themselves  for 
work  and  who  are  not  able  to  earn  income  after  you  have  tried  to  give 
them  a  job? 

All  we  are  asking  you  to  do  is  to  be  sure  you  give  them  the  minimum 
$2,000  that  you  are  talking  about. 

Guaranteeing  an  Employment  Opportunity 

The  Chairman.  It  will  be  a  lot  better  for  this  country,  it  seems  to  me, 
to  admit  that  we  have  reached  the  point  now  that  we  can  guarantee 
that  every  citizen  in  this  country  who  is  capable  of  working  has  an 
opportunity  to  find  employment  at  any  time. 
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Now,  incidentally,  a  while  back  we  had  this  fellow  up  here  who  was 
head  of  the  Hoover  Institution,  Freeman.  He  left  some  of  its  speeches 
here  and  I  believe  he  will  be  here  to  testify  as  one  of  our  witnesses. 
He  is  against  the  negative  income  tax  and  he  is  against  the  guaranteed 
annual  wage.  He  says  something  which  I  think  is  significant,  particu- 
larly since  the  name  Hoover  is  associated  with  his  organization,  which 
indicates  that  even  those  admirers  of  Herbert  Hoover  move  forward 
with  their  thinking  like  everybody  else  does.  He  said  that  while  he  is 
against  a  guaranteed  annual  wage  for  not  working,  he  thinks  that  the 
time  has  come  when  we  ought  to  guarantee  everybody  an  opportunity 
to  work  for  a  living ;  and  I  think  that  

Mr.  Pechman.  It  is  great  progress  of  Mr.  Freeman.  He  probably 
didn't  say  that  years  ago. 

The  Chairman.  It  is  great  progress  for  Hoover,  too. 

Mr.  Pechman.  That's  right.  [Laughter.] 

The  Chairman.  But  it  seems  to  me  we  should  have  agreed  by  this 
time  in  American  history  that  everybody  who  wants  to  work  ought  to 
have  a  job  made  available  to  him.  If  he  won't  take  the  job,  I  don't 
think  we  have  an  obligation  to  support  him.  I  suppose  we  shouldn't 
make  him  starve  but  I  just  don't  believe  in  a  high  standard  of  living 
for  people  who  refuse  to  take  any  job  whatever  and  want  to  live  on  the 
backs  of  those  out  there  working  very  hard  and  some  in  adverse  cir- 
cumstances to  provide  the  taxes  that  pay  to  keep  welfare  going. 

So  it  seems  to  me  if  we  start  out  by  requiring  them  to  take  a  job  

Mr.  Pechman.  Fine. 

The  Chairman  (continuing) .  And  then  build  on  top  of  that  

Mr.  Pechman.  But  if  you  build  on  top  of  that,  Senator,  I  repeat, 
you  have  to  decide  what  you  are  going  to  do  for  the  millions  of  people 
for  whom  you  will  not  be  able  to  provide  jobs.  They  present  them- 
selves to  the  Labor  Department  and  there  is  simply  no  job.  They  have 
kids  at  home  and  they  would  like  to  work. 

Now,  all  we  are  saying  is  give  these  poor  people  who  want  to  work 
some  sort  of  basic  allowance  so  they  can  keep  body  and  soul  together. 
You  are  not  destroying  their  incentives  by  adding  income  to  them  in 
that  case.  They  have  presented  themselves  for  jobs. 

You  don't  have  adequate  programs  in  this  country  to  provide  ade- 
quate jobs  for  the  people  who  are  poor  in  this  country.  Until  you  do, 
the  family  assistance  system  must  make  some  provision  for  the  people 
who  want  to  work  who  don't  get  jobs.  Unfortunately,  we  have  not 
arrived  at  a  national  consensus  on  how  to  guarantee  jobs  to  people. 
We  haven't  done  that  at  all. 

It  is  a  very  complicated  problem  and  I  hope  that  the  Congress  does 
make  it  possible  for  the  administration,  whatever  administration  it  is, 
to  experiment  with  methods  of  making  employment  available  to 
people.  But  let's  not  kid  ourselves  that  we  know  how  to  do  it. 

Senator  Ribicoff.  May  I  interrupt?  I  have  been  living  with  the 
chairman  and  this  committee  now  for  10  years  and  I  think  I  know 
what  bugs  him. 

First,  what  he  is  complaining  about,  we  passed  under  the  Talmadge 
proposal  just  at  the  end  of  Congress — here  we  have  a  man  at  the  end 
of  the  table,  Senator  Nelson,  a  great  addition  to  this  committee,  who 
has  been  fighting  for  public  service  jobs  in  the  Congress  that  you 
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have  been  talking  about,  so  we  have  got  those  two  coming  together  on 
people  who  are  thinking  alike. 

Now,  you  have  Senator  Long  who  is  concerned  with  the  cheaters 
and  the  chislers,  the  man  who  has  a  family  who  has  run  away  and 
has  got  a  job;  somebody  ought  to  get  him  to  make  him  support  his 
children.  No  one  can  complain  about  that.  The  person  who  is  on 
welfare  and  getting  payments  and  shouldn't  get  payments — but  what 
fascinates  me  today  is  that  Senator  Long  now  says  that  he  wants 
people  who  work,  pay  people  for  working. 

I  think  what  bothers  him — I  shouldn't  be  putting  words  in  his 
mouth — is  the  fact  that  this  whole  H.R.  1  has  been  cast  in  such  a 
way,  instead  of  two  bills,  it  is  cast  in  such  a  way  that  these  extra  14 
million  people  who  are  the  working  poor  have  suddenly  been  cast  as 
a  welfare  recipient. 

Now,  if  you  took  them  out  of  that  category  and  you  recognize  what 
Senator  Long  is  talking  about,  that  you  are  not  now  talking  about 
them  as  a  welfare  recipient  but  you  are  recognizing  that  as  an  objective 
of  a  policy  you  want  to  take  people  out  of  poverty ;  these  are  not  the 
loafers  but  these  are  the  working  people  who  are  not  earning  enough 
to  keep  body  and  soul  together. 

He  wants  to  be  sure  we  take  care  of  those  people  because  these  people 
are  not  cheating  or  lazy ;  they  are  working ;  they  are  doing  all  they  can 
but  can't  make  it  and  that  is  why  the  $400  he  wants  to  give  back  to 
them,  which  is  a  step  in  the  right  direction,  and  I  think  if  we  start 
recasting  this  thing  entirely  that  we  are  talking  about  the  family  assist- 
ance part  of  this  bill,  not  as  a  welfare-related  objective  but  as  a  poverty, 
elimination  of  poverty  objective,  I  think  that  almost  everybody  around 
this  table,  from  Senator  Nelson,  who  has  worked  with  this  problem, 
to  Senator  Byrd  who  is  concerned  with  a  big  budget  deficit,  Senator 
Hansen,  all  around  the  table,  Senator  Long  and  myself,  it  is  amazing 
how  in  our  philosophical  objectives  we  are  not  apart.  It  is  a  question 
of  how  do  we  knit  them  together. 

Mr.  Pechman.  You  know,  perhaps  there  is  something  that  we  could 
do.  Perhaps  you  might  ask  the  Department  of  Health,  Education  and 
Welfare  to  recast  that  part  of  H.R.  1  precisely  the  way  Senator  Ribi- 
coff  has  been  talking,  namely,  right  now  the  cash  benefits  under  H.R.  1 
are  separated  into  two  parts :  one  part  for  people  in  the  category  who 
are  not  expected  to  work  if  they  receive  assistance,  that  is,  women,  for 
example,  with  children  under  3  or  6  years  of  age.  These  people  would 
get  cash  benefits  and  I  don't  think  anybody  would  force  them  to  work 
unless  they  wanted  to. 

Now,  with  respect  to  all  of  the  rest,  under  the  bill  they  are  required 
to  register  for  training  and  to  accept  jobs  if  jobs  are  available. 

Now,  perhaps  what  you  should  do  is  divide  that  section  into  two 
parts :  One  part  is  for  those  people  who  do  accept  jobs  and  who  receive 
income ;  they  will  receive  additional  supplementation  along  the  lines 
of  the  formula  that  the  chairman  recommended.  The  only  difference 
between  us  there,  Mr.  Chairman,  is  that  our  breakeven  point  is  higher 
than  yours  because  we  think  that  you  arrive  at  too  low  a  level  of  assist- 
ance ;  but  I  think  that  is  a  matter  of  cost  and  not  a  matter  of  principle. 
Now,  with  respect  to  those  people  who  have  offered  themselves  for 
training  and  employment,  and  who  have  not  been  provided  with  a 
job,  you  have  to  decide  what  kind  of  minimum  allowance  you  are  going 
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to  give  them  because  they  are  not  shirkers.  They  have  asked  you  for  a 
job  and  you  have  not  given  them  one  and  that  will  satisfy  the  objectives 
that  you  are  seeking. 

The  Chairman.  If  we  can  work  it  out  in  that  fashion,  I  could  vote 
for  the  bill,  because  if  we  work  it  out  the  way  it  should  be  worked  out, 
the  money  is  available  only  to  pay  somebody  to  work.  If  you  can't 
provide  a  job  then  you  should  pay  him  any  way. 

I  am  sorry  for  taking  so  long  in  interrogating  this  witness  but  I  be- 
lieve we  have  had  some  very  interesting  testimony  here  and  I  think  it 
should  have  been  explored. 

Senator  Hansen.  Mr.  Chairman,  if  I  could,  I  would  just  like  to  make 
an  observation. 

I  agree  with  what  has  been  said  by  the  other  distinguished  members 
of  the  committee  that  this  has  been  very  helpful.  But  I  would  hope  that 
we  don't  assume  that  philosophically  and  basically  we  have  received 
all  of  the  problems. 

I  recall  that  some  of  the  criteria  that  were  assumed  as  being  axio- 
matic, as  the  administration  proposed  for  a  welfare  reform  bill,  among 
others,  included  these : 

That  no  one  receiving  benefits  today  would  receive  less  under  a 
revised  or  a  reformed  bill  and  that  those  presently  working  would  not 
be  penalized  as  nonworkers  by  giving  them  encouragement  to  work. 

In  other  words,  the  incentives  given  to  people  not  now  working 
should  not  result  in  a  person  already  working  being  placed  in  a  dis- 
advantageous position. 

The  net  result  of  those  basic  premises  from  which  I  understand  wel- 
fare reform  was  first  contemplated,  resulted — and  I  underscore  this — 
resulted  in  the  projection  being  made  that  by  1973  there  will  be  under 
H.R.  1  some  26  million  people  on  welfare. 

We  have  talked  this  morning  about  the  poverty  level. 

Mr.  Pechman.  Most  of  those  people  will  be  working,  though,  Sen- 
ator. It  is  terribly  important  to  appreciate  that,  when  you  refer  to  the 
26  million,  more  than  50  percent  of  them  will  be  the  working  poor. 

The  only  difference  between  what  

Senator  Hansen.  More  than  50  percent  will  be,  you  sav  ? 

Mr.  Pechman.  It  is  terribly  important,  They  shouldn't  be  regarded 
as  welfare  cases. 

Senator  Ribicoff.  Fourteen  million  ? 


Failure  to  Apply  Penalty  for  Refusal  to  Work 

Senator  Hansen.  I  am  more  than  happy  that  more  than  half  of 
them  would  be  working,  but  I  would  suggest  that  we  keep  in  mind 
that  under  the  old  WIN  program — you  earlier  testified,  Mr.  Pechman, 
that  if  we  didn't  get  enough  people  in  employment  one  of  the  ways 
to  assure  that  more  people  would  be  given  employment  would  be 
to  make  further  appropriations  to  these  work  training  programs. 

Let  me  remind  you,  though  I  am  sure  it  is  not  necessary,  that  that  is 
the  very  kind  of  program  that  some  8,100  people  had  thought  about, 
and  I  am  referring  to  the  hearings  before  this  committee,  part  2, 
Family  Assistance  Act  of  1970.  Under  that  very  program  to  which 
you  subscribe  or  I  assume  you  do  by  virtue  of  your  observation,  some 
8,100  persons  were  referred  by  the  Department  of  Labor  to  HEW 
to  be  dropped  from  the  rolls.  These  were  persons  for  whom  jobs  were 
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available.  They  were  persons  perfectly  qualified  in  every  respect  to 
take  work.  They  lost  track  of  some  2,000  of  them.  They  don't  know 
whether  they  moved  away  or  whether  they  dropped  out  or  what  hap- 
pened to  them ;  they  don't  know. 

They  wound  up  with  6,100  who  were  referred  by  the  Department  of 
Labor  to  HEW  as  failing  to  take  a  job  when  the  job  was  avialable 
and  offered  to  them  and  you  know  how  many  finally  were  suspended 
or  removed  from  the  rolls?  Two  hundred,  200  of  the  6,100. 

All  I  am  trying  to  say  in  urging  a  word  of  caution  is  this :  It  is 
easy  to  play  with  numbers;  it  is  easy  to  say  26  million  need  not 
disturb  us ;  it  is  easy  to  say  that  as  the  poverty  level  rises,  let's  raise 
everything  along  with  it. 

The  thing  that  I  think  is  part  of  the  equation  which  is  unknown  and 
ought  further  to  be  explored  before  we  take  what  I  consider  to  be  a 
very  important  and  serious  departure  from  all  that  we  might  have 
learned  from  past  experience  is  what  happens  to  people  near  these 
levels  ?  We  have  talked  about  the  notch  system.  I  think  Senator  Wil- 
liams  pointed  out  very  persuasively  that  the  trouble  with  welfare 
reform,  as  was  proposed  a  year  or  two  ago,  was  that  you  had  these 
notches  in  here  and  you  come  to  a  point  where  somebody  says,  "Why 
should  I  do  more  ?  Why  should  I  get  a  better  job  ?" 

You  talked  about  an  income  tax  of  67  percent.  Senator  Williams 
pointed  out  that  in  some  instances  you  might  be  able  to  keep,  I  think, 
only  a  dime  out  of  every  extra  dollar  that  you  made.  That  is  part 
of  the  problem. 

I  don't  think  it  is  as  simple  as  it  might  be,  and  I  don't  mean  to 
say  this  to  discredit  the  earnest  desires  of  everyone  here  this  morning 
to  try  to  make  it  better.  I  want  to  make  it  better  too.  But  I  think 
we  have  got  to  be  aware  that  there  are  a  number  of  people,  and 
this  demonstrates  what  I  tried  to  say,  who  for  one  reason  or  an- 
other plainly  don't  want  to  go  to  work,  and  so  far  the  Government 
of  the  United  States  has  not  demonstrated  sufficient  resolve  to  have 
them  penalized  just  a  little  bit. 

Of  the  6,100  in  the  judgment  of  the  Department  of  Labor  who  should 
have  been  removed  from  the  rolls,  the  welfare  agency,  HEW,  and 
others  involved,  State  agencies,  removed  only  200.  I  hope  we  can  do 
something  to  make  it  better. 

Mr.  PechmaiN.  I  just  have  one  comment,  Senator. 

I  hope  I  have  not  given  the  impression  that  this  is  simple.  If  I  have, 
I  apologize.  The  committee  does  not  have  an  easy  problem.  The  bill 
is  not  short.  It  is  complicated  and  it  will  be  difficult  to  administer. 

I  think  that  the  present  law  is  difficult  to  administer.  It  is  clear  that 
at  least  the  present  administration  of  the  law  fails  to  live  up  to  the 
expectations  of  this  committee. 

What  I  am  suggesting  is  that  the  fact  that  there  are  problems  does 
not  mean  that  the  basic  idea  of  family  assistance  is  wrong.  The  basic 
idea  is  right  and  I  think  that  the  time  has  come  to  try  it  a  few  years 
and  see  how  it  can  be  improved. 

Senator  Nelson.  Well,  I  certainly  can  find  much  with  which  I  agree 
in  what  you  say,  Mr.  Pechman,  but  I  must  say  that  I  think  we — before 
we  adopt  this  svstem  we  ought  to  review  these  basic  concepts  upon 
which  we  built  this  new  plan. 
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I  happen  to  agree  with  our  distinguished  chairman  that  when  the 
drafters  and  the  designers  of  H.R.  1  assume  that  no  one  receiving 
benefits  today  should  receive  less,  I  say  if  there  are  people  who  are 
cheating  on  the  program  or  who,  as  Senator  Long  has  pointed  out, 
refuse  to  admit  a  marital  relationship  which  is  in  fact  there  for  all  the 
world  to  see,  we  ought  not  to  say  to  those  persons,  "We  are  going  to 
let  you  go  along."  I  think  some  changes  right  there  ought  to  be  insti- 
tuted and  that  is  why  I  think  our  chairman  has  done  a  very  valuable 
service  to  his  country  and  to  this  committee  in  raising  these  basic 
questions:  Are  we  encouraging  some  things  that  society  should  not 
encourage  ?  Are  we  condoning  things  that  we  recognize  are  wrong  ? 

He  has  pointed  out  last  year,  every  effectively,  that  if  you  denied 
being  the  father  of  children  in  a  home  in  which  you  were  living,  your 
wife,  for  all  intents  and  purposes,  could  be,  I  think,  about  $4,700  or 
$4,300  better  off  on  a  total  income  of  $12,000  than  if  she  were  to  admit 
what  is  indeed  a  fact. 

Well,  I  won't  belabor  the  point.  I  hope  that  we  don't  think  we  are 
just  about  to  get  together  and  resolve  the  bill. 

I  appreciate  the  contribution  you  have  made.  Thank  you  very  much. 

The  Chairman.  Thank  you  very  much,  Mr.  Pechman  and  Mrs. 
Rivlin.  We  are  very  happy  to  have  you. 

We  have  a  witness  who  will  not  be  able  to  be  with  us  this  after- 
noon and  I  hope  we  can  hear  from  him  now. 

Hon.  Samuel  A.  Weems,  prosecuting  attorney  for  the  lTth  judicial 
district  of  Arkansas.  Mr.  Weems  had  some  interesting  experiences 
this  committee  would  like  to  know  about. 

We  are  very  pleased  to  have  you,  Mr.  Weems. 

STATEMENT  OF  SAM  A.  WEEMS,  PROSECUTING  ATTORNEY  OF  THE 
STATE  OF  ARKANSAS  AND  17TH  JUDICIAL  DISTRICT  CHAIRMAN, 
LEGISLATIVE  COMMITTEE,  ARKANSAS  PROSECUTING  ATTOR- 
NEYS ASSOCIATION 

Mr.  Weems.  Thank  you,  Mr.  Chairman. 

I  also  not  only  represent  the  17th  judicial  district  of  Arkansas,  but 
I  am  also  chairman  of  the  Legislative  Committee  of  the  Arkansas 
Prosecuting  Attorneys  Association,  and  in  that  particular  capacity  I 
would  be  representing  those  other  18  prosecuting  offices  in  our  State. 

Without  going  into  my  written  statements  as  such — I  think  they 
speak  for  themselves — I  would  just  summarize  it  for  you  and  be  happy 
to  answer  any  questions. 

I  will  begin  by  saying  this,  that  it  has  been  interesting  to  me  to  read 
the  statements  of  Secretary  Richardson  and  Under  Secretary  Yene- 
man  when  they  tell  us  that  HEW  does  not  interfere  in  our  local  opera- 
tions. I  can  tell  you  that  based  on  our  own  investigation  in  my  own 
office,  I  am  convinced  that  I  could  reduce  our  welfare  rolls  in  the 
aid  to  dependent  children  section  some  30  percent  if  I  had  the  coopera- 
tion of  HEW. 

Only  a  month  and  a  half  ago  Governor  Bumpers  in  our  State  issued 
a  directive  to  our  State  welfare  department  saying  as  to  the  rule  on 
confidentiality  it  would  not  apply  to  criminal  activity  and  an  official 
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of  HEW  out  of  Dallas  overruled  him,  sent  a  memorandum  out,  made 
the  statement  to  the  Governor,  also  to  our  local  welfare  department, 
and  it  went  into  effect,  that  there  is  a  congressional  action,  and  I 
frankly,  gentlemen,  had  not  been  able  to  find  it,  that  says  that  when 
there  is  criminal  activity  involved  such  as  criminal  nonsupport  that  it 
is  a  Federal  law,  that  even  though  the  local  welfare  office  knows  of  the 
frauds  they  cannot  make  it  available  to  my  office. 

And  I  am  of  the  opinion,  gentlemen,  unless  this  attitude  in  HEW  is 
changed,  regardless  of  what  they  say  to  you  here  at  this  witness  table, 
is  the  way  they  apply  it  out  in  the  field,  I  think,  is  what  continues. 

Senator  Nelson.  Did  they  recite  a  title  ? 

Mr.  Weems.  No,  sir.  I  have  been  asking  who  made  that  regulation 
and  also  for  a  copy  of  it  and  they  have  not  seen  fit  to  give  it  to  me. 

I  know  you  all  have  asked  for  things  here  and  they  have  not  given 
it  to  you. 

Senator  Nelson.  Is  it  a  regulation  of  the  Department  or  a  provision 
in  the  statute  passed  by  Congress  ? 

Mr.  Weems.  They  tell  us  it  is  law  and  I  researched  the  law  and, 
frankly,  gentlemen,  I  don't  find  any  congressional  act.  This  is  a  rule 
on  confidentiality  that  would  hide  criminal  activity.* 

The  Chairman.  May  I  ask  you,  my  own  welfare  director  from 
Louisiana  just  happened  to  drop  by  my  office  and  he  tells  me  they  have 
an  HEW  regulation  where  if  he  suspects  that  somebody  is  on  the 
rolls  by  fraud  

Mr.  Weems.  Yes,  sir. 

The  Chairman  (continuing) .  Not  entitled  to  a  penny  of  that  money, 

that  they  can't  inquire  of  the  neighbors  about  that  situation  

Mr.  Weems.  That  is  true. 

The  Chairman  (continuing).  Without  the  consent  of  the  person 
committing  the  fraud  ? 
Mr.  Weems.  That  is  absolutely  true. 

The  Chairman.  So  if  a  person  is  guilty  of  criminal  fraud  you  can't 
even  ask  the  neighbors  about  that  situation  without  first  obtaining 
consent  ? 

Mr.  Weems.  I  have  given  you  some  examples  here  of  what  my  of- 
fice has  uncovered  because  I  frankly  have  not  gone  along  with  the 
regulations  as  they  tell  me  I  am  supposed  to  go  along  with,  and  there 
are  a  number  of  out  and  out  cases  of  fraud  and  I  could  give  you  almost 
100  of  the  534  cases  that  I  know  are  there,  but  I  have  used  my  subpena 
powers  my  office  has. 

Where  the  Arkansas  Welfare  Department  has  21  lawyers,  I  have 
spent  more  time  in  court  with  their  21  lawyers  trying  to  get  access  to 
their  files  than  I  have  them  trying  to  help  me  stop  the  fraud. 

The  Chairman.  The  Governor  of  Missouri  told  me  that  he  and  his 
welfare  director  tried  to  do  a  conscientious  job  of  providing  welfare 


♦Material  relative  to  the  preceding  discussion  appears  at  p.  855. 
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payments  to  those  entitled  to  it  and  denying  it  to  those  who  are  not 
entitled,  and  he  was  confronted  with  so  many  threats  by  HEW  to  cut 
off  Federal  aid  unless  they  paid  the  money  even  to  people  who  didn't 
deserve  it,  that  he  finally  just  told  his  welfare  director,  "Just  put 
everybody  on;  just  put  anybody  on,  everybody,  and  ask  no  further 
questions  and  put  them  on  even  though  you  don't  think  they  belong 
there." 

Mr.  Weems.  Senator,  let  me  tell  you  this.  I  think  our  local  welfare 
office,  such  as  at  the  county  level  in  my  district,  have  done  an  excel- 
lent job  trying  to  do  the  same  thing.  They  are  bootlegging  this  in- 
formation to  me.  When  I  go  in  and  subpena  a  certain  type  of  files,  I 
have — I  know  where  I  want  to  go  find  it.  Now,  the  welfare  depart- 
ment has  fired  one  of  the  local  caseworkers  in  my  State  for  her  ac- 
tivity in  my  behalf  and  I  am  before  the  Merit  Council  trying  to  get  her 
job  back  and  I  think  that  is  the  lowest,  rottenest  type  of  example  that 
could  possibly  happen.  When  you  have  cases  such  as  given  you  here, 
this  out  and  out  blatant  fraud  and  they  fire  a  welfare  employee  when 
they  cooperate  with  a  prosecuting  attorney  to  try  to  stop  it,  and  I  am 
convinced,  and  this  is  what  it  boils  down  to,  we  talk  a  lot  about  able- 
bodied  fathers.  In  my  district  alone,  for  example,  when  I  took  office 
we  were  paying  $1.5  million  a  month  January  1,  1971.  A  year  later 
we  were  paying  $2  million  a  month  taking  care  of  other  people's 
children. 

When  you  look  at  the  records  themselves  of  where  those  able-bodied 
fathers  are,  where  they  are  employed,  and  the  local  welfare  office  knows 
this  information,  and  they  could  provide  it  to  my  office  and  don't,  and 
they  are  right  there  in  the  same  town  with  them  and  they  are  making 
$500,  $600,  $700  and  $1,000  a  month  and  if  I  had  access  to  that  informa- 
tion I  think  I  could  do  my  job  if  you  would  give  me  the  tools  to  do  it. 
Frankly,  I  don't  have  it  now  and  I  think  if  I  could  prosecute  just  those 
f  athers  where  I  know  where  they  are,  we  could  hit  30  percent  of  them 
right  off  the  bat  and  bring  your  total  down. 

The  Chairman.  Are  you  telling  me  you  are  positive  in  your  own 
mind  and  you  can  prove  

Mrs.  Weems.  I  guarantee  it. 

The  Chairman  (continuing).  That  to  your  certain  knowledge  there 
are  literally  droves  of  fraud  cases  on  these  welfare  rolls  where  HEW 
tells  the  State  they  will  cut  off  Federal  aid  to  the  State  if  the  State 
even  permits  that  information  to  be  known  ? 

Mr.  Weems.  I  guarantee.  ^ 

The  Chairman.  The  prosecuting  attorney  who  has  the  duty  of  put- 
ting those  people  in  jail  ? 

Mr.  Weems.  Yes,  sir  and  I  guarantee  it. 

The  Chairman.  I  think  that  is  an  utter  outrage. 

Mr.  Weems.  I  think  when  you  look  at  page  114  of  the  transcript 
that  was  published  just  recently,  Avhere  Secretary  Richardson  and 
Under  Secretary  Veneman  say  they  don't  interfere  either  they  don't 
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know  from  whence  they  speak,  because  that  is  not  the  way  the  pro- 
gram is  administered  and  I  would  like  for  somebody — either  Secre- 
tary Richardson  is  going*  to  direct  his  deputy — I  wish  he  would  tell 
the  people  in  Dallas  to  let  us  prosecute  criminal  violations.  He  told 
you  here  they  did  not  interfere  with  it  and  I  don't  believe  it  is  any 
intent  in  Congress  to  let  criminal  violations  go  by  the  board. 

Senator  Ribicoff.  Mr.  Chairman,  I  think  it  appropriate  that  you 
request  HEW  to  respond  to  the  general  statement  and  the  specific 
of  Prosecutor  Weems.* 

Mr.  Weems.  I  could  go  one  step  further.  You  might  also  request  a 
15 -page  memorandum  they  sent  to  Governor  Dale  Bumpers  only  last 
week  explaining  their  position  which  the  Governor  and  I  have  dis- 
cussed and  neither  one  of  us  really  understand  it. 

The  Chairman.  I  will  seek  that. 

(Material  received  from  the  Department  follows.  The  Chairman  also 
directed  a  request  for  the  memorandum  to  Hon.  Dale  Bumpers,  Gov- 
ernor of  Arkansas.  Governor  Bumpers  responded  with  a  letter  appear- 
ing at  page  844  enclosing  a  copy  of  the  same  memorandum  submitted 
by  the  Department  of  Health,  Education,  and  Welfare  appearing  at 
page  839.) 

The  Under  Secretary  of  Health,  Education,  and  Welfare, 

Washington,  D.C. 

Mr.  Tom  Vail, 

Chief  Counsel,  Committee  on  Finance, 
U.S.  Senate, 
Washington,  D.C. 

Dear  Mr.  Vail  :  In  youi  letter  of  January  27  you  requested  a  copy  of  a  mem- 
orandum concerning  confidentiality  of  welfare  case  file  information,  sent  by  the 
Department  to  Governor  Bumpers  of  Arkansas.  In  testimony  before  the  Com- 
mittee, Mr.  Samuel  A.  Weems  stated  that  the  Department  had  sent  a  fifteen  page 
memorandum  during  the  week  prior  to  his  testimony  explaining  our  position  with 
respect  to  interfering  with  the  prosecution  of  criminal  violations. 

An  extensive  search  for  a  document  fitting  Mr.  Weems'  description  has  failed 
to  turn  up  any  evidence  that  such  a  memorandum  has  ever  existed.  We  have 
checked  without  success,  every  possible  source  of  communications  of  this  na- 
ture both  in  Washington  and  in  our  Dallas  Regional  Office,  whose  responsibility 
includes  HEW  programs  in  Arkansas.  In  addition  we  have  inquired  of  the  Gov- 
ernor's office  and  other  concerned  officials  in  Arkansas  and  they  have  expressed 
no  knowledge  of  receiving  a  memorandum  or  letter  such  as  that  described  by 
Mr.  Weems.  I  am  enclosing  a  letter  to  me  from  Governor  Bumpers  describing  the 
written  communications  he  has  recently  received  from  the  Department  concern- 
ing disclosure  of  information.  I  am  also  enclosing  a  letter  from  our  regional  staff 
listing  the  memorandums  it  has  sent  recently  to  Arkansas  officials  on  the  same 
subject. 

Of  the  recent  documents  on  information  disclosure  which  have  been  examined 
in  connection  with  your  January  27  request,  a  regional  attorney's  opinion  of 
November  22,  1971,  which  was  sent  to  the  Arkansas  Commissioner  of  Social  and 
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Rehabilitation  Service  on  November  23,  deals  in  part  with  several  questions 
raised  by  Arkansas  officials  concerning  access  of  prosecuting  attorneys  to  AFDC 
case  records,  and  may  be  of  some  interest  to  the  Committee.  The  answers  to  the 
specific  questions  raised  are  clear  and  unequivocal,  I  believe — in  most  cases,  a 
simple  "yes"  or  "no"  followed  by  an  explanation. 

Such  a  document  can  hardly  be  characterized  as  evidence  of  "interference" 
on  the  part  of  the  Department  with  Arkansas'  administration  of  its  welfare  pro- 
gram. In  the  first  place,  the  State  agency  requested  the  advice ;  in  the  second 
place,  our  response  was  a  legal  opinion,  not  an  "order"  from  Federal  officials  to 
State  officials.  The  thrust  of  the  regional  attorney's  opinion  is  that  selected  case 
information  may  be  disclosed  to  law  enforcement  officials  under  certain  circum- 
stances and  should  be  disclosed  in  cases  of  desertion,  abandonment,  non-support 
by  a  parent,  and  fraudulent  applications. 

On  the  other  hand,  both  Federal  and  State  law,  regulations,  court  decisions 
(cited  in  the  opinion)  clearly  prohibit  a  prosecuting  attorney  from  having  free 
access  and  use  of  all  case  files  based  on  a  general  suspicion  of  fraud  among  wel- 
fare recipients. 

Although  there  does  not  appear  to  have  been  a  memorandum  such  as  the  one 
described  by  Mr.  Weems,  I  trust  that  the  information  provided  will  be  useful  to 
the  Committee  in  evaluating  his  testimony.  I  believe  it  is  evident  that  Mr. 
Weems'  charges  are  based  on  misunderstandings  of  applicable  law  and  Con- 
gressional intent. 

Sincerely  yours, 

John  G.  Veneman,  Under  Secretary. 

Enclosures. 


Region  VI,  Dallas, 

February  7, 1972. 

Re  Arkansas — Confidentiality  of  Case  Records. 

(This  information  received  via  telephone  from  Mr.  Hall  to  Mr.  Hurley  on  Feb- 
ruary 14,  1972.) 

This  is  in  response  to  a  telephone  request  from  Mr.  John  J.  Hurley  on  Febru- 
ary 4,  1972.  Mr.  Hurley  dictated  to  us  the  following  excerpt  from  the  testimony 
of  Mr.  Sam  Weems  of  Arkansas  before  the  Senate  Finance  Committee  on  Jan- 
uary 21 : 

"I  could  go  one  step  further,  you  might  also  request  a  15  page  memo  they  sent 
to  Gov.  Dale  Bumpers  only  last  week  explaining  their  position  which  the  Gov- 
ernor and  I  have  discussed  and  neither  one  of  us  understands  it." 

I  have  checked  this  matter  thoroughly  with  the  Regional  Director's  office,  the 
Regional  Commissioner's  office,  and  the  Regional  Office  of  General  Counsel. 
No  15  page  memo  was  sent  from  Region  VI  to  Gov.  Bumpers.  On  November  23, 
1971,  I  talked  to  Mr.  Dalton  Jennings  regarding  confidentiality  of  Public  As- 
sistance records  and  sent  to  him  an  8  page  memo  prepared  by  Mr.  Harold  J. 
Stafford,  Regional  Attorney.  Mr.  Stafford's  memo  also  included  a  number  of  ex- 
hibits on  the  subject.  Mr.  Jennings  advised  us  he  did  not  send  this  document  to 
the  Governor's  office. 

Mr.  J.  B.  Keith,  Regional  Technical  Coordinator,  liaison  person  on  the  Regional 
Director's  staff  for  Arkansas,  advised  me  that  his  contacts  in  the  Governor's 
office  tell  him  that  they  have  received  no  such  15  page  document  as  mentioned 
by  Mr.  Weems  nor  was  there  any  discussion  between  Mr.  Weems  and  the  Gov- 
ernor on  this  subject.  As  a  matter  of  fact,  Mr.  Keith  stated  that  the  Governor's 
office  wanted  to  drop  the  matter  following  the  initial  publicity  on  the  part  of 
Mr.  Weems.  Apparently  the  document  Mr.  Weems  is  referring  to  is  the  one  pre- 
pared by  Mr.  Stafford  and  sent  to  Mr.  Jennings  November  23  as  mentioned 
above. 

Dudley  S.  Hall, 
Associate  Regional  Commissioner,  APA. 
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State  of  Arkansas, 
Office  of  the  Governor, 
Little  Rock,  February  8, 1972. 

Hon.  John  G.  Veneman, 

Under  Secretary,  Department  of  Health,  Education,  and  Welf  are, 
Washington,  D.C. 

Dear  Mr.  Secretary  :  Your  office  raised  a  question  pertaining  to  the  com- 
munications I  have  received  from  the  Regional  Office  of  DHEW  concerning  con- 
fidentiality of  information  on  welfare  recipients. 

To  date  there  have  been  two  written  communications  on  the  subject.  The  first 
was  a  one-page  letter  from  Regional  Attorney  Harold  Stafford  to  Garry  Brewer 
on  my  staff.  It  was  dated  November  8, 1971.  The  second  was  a  letter  dated  Novem- 
ber 23,  1971  from  Dudley  Hall,  AP,  SRS,  DHEW  to  Dalton  Jennings,  Com- 
missioner, Social  Services  Department  of  SRS.  It  contained  an  eight-page  Re- 
gional Attorney's  opinion  with  eight  attachments.  The  total  package  had  some 
62  pages. 

If  you  need  further  information,  please  let  me  know. 
Best  regards, 
Sincerely, 

Dale  Bumpers. 


Department  of  Health,  Education,  and  Welfare, 

Office  of  the  Regional  Director, 
Dallas  Regional  Office,  November  22, 1911. 
Memorandum  to :  Mr.  Dudley  S.  Hall.  Associate  Regional  Commissioner,  Assist- 
ance Payments  Administration,  Social  and  Rehabilitation  Service. 
From :  Office  of  the  General  Counsel. 

Subject :  Letter  October  29,  1971,  from  Dalton  Jennings,  Commissioner,  Depart- 
ment of  Social  and  Rehabilitative  Services,  Arkansas — Disclosure  of  In- 
formation. 

A  copy  of  the  Commissioner's  memorandum  is  attached  for  ready  reference 
hereinafter  (Exhibit  1).  In  this  review  of  the  law  and  regulations  pertaining  to 
disclosure  of  information  from  the  files  of  individual  assistance  applicants  or 
beneficiaries  it  should  be  remembered  that  the  limitations  on  the  state  agency 
are  imposed  only  in  those  cases  where  the  state  desires  to  receive  federal  grants 
for  assistance  and  are  conditions  prescribed  by  the  federal  law  which  must  be 
complied  with  or  the  Secretary  may  elect  to  discontinue  further  federal  grants. 

"The  state  programs  are  financed  by  the  federal  government  on  a  matching 
fund  basis.  State  participation  is  not  required  by  the  Social  Security  Act.  States 
may  choose  not  to  apply  for  federal  assistance  or  may  join  some,  but  not  all,  of 
the  programs.  Further,  the  establishment  of  criteria  for  need  and  other  factors 
of  eligibility,  and  the  level  of  payments,  are  left  largely  to  the  states.  At  the  same 
time,  the  Act  prescribes  specified  requirements  with  which  all  state  programs 
must  comply.  And  so  the  states  are  required  to  submit  to  the  Secretary  of  HEW. 
and  have  approved  by  him,  a  plan  that  describes  the  programs  adopted  by  the 
state  in  conformity  with  federal  law  requirements.  Once  approved,  the  plan  con- 
tinues to  be  subject  to  the  Secretary's  scrutinv  to  determine  conformity  to  federal 
law.  42  U.S.C.  §§  302,  602, 1202,  1316, 1352, 1396a. 

"If  the  Secretary  determines  that  an  approved  state  plan  no  longer  so  conforms 
the  Act  requires  that  federal  payments  be  terminated,  in  whole  or  in  part,  until 
the  plan  meets  federal  criteria.  Moreover,  while  the  approved  plan  may  conform 
to  federal  law,  the  Act  requires  that  federal  payments  be  terminated,  in  whose  or 
in  part,  if  the  Secretary  finds  that  the  state's  administration  of  the  plan  does  not 
comply  substantially  with  federal  law.  The  Act  also  establishes  a  procedure  for 
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determining  whether  a  state  plan  conforms  to,  or  state  administration  substan- 
tially complies  with,  the  requirements  of  federal  law.  Under  the  statutory  pro- 
cedure, the  Secretary  must  give  reasonable  notice  and  opportunity  for  a  hearing 
to  the  state  agency  administering  the  plan.  42  U.S.C.  §§304,  604,  1204,  1316, 
1354,  1396c.  The  Act  also  provides  that  a  state  is  aggrieved  by  the  Secretary's 
determination  after  such  a  hearing  may  petition  a  United  States  court  of  appeals 
for  judicial  review  of  the  Secretary's  order,  42  U.S.C.  §  1316."  Connecticut  State 
Department  of  Public  Welfare  v.  Department  of  Health,  Education,  and  Wel- 
fare, Elliot  L.  Richardson,  Secretary,  et  al.  United  States  Court  of  Appeals, 
2nd  Circuit,  Docket  No.  71-1574,  decided  September  3,  1971  (Copy  attached  as 
Exhibit  2). 

In  each  of  the  categorical  assistance  programs  the  law  prescribes  that  the  State 
plan  for  aid  and  services  must : 

"(3)  either  provide  for  the  establishment  or  designation  of  a  single  State 
agency  to  administer  the  plan,  or  provide  for  the  establishment  or  designation  of 
a  single  State  agency  to  supervise  the  administration  of  the  plan :"  (Sec.  402(a) 
(3),  Social  Security  Act.  Aid  and  Services  to  Needy  Families  with  Children.  For 
similar  provisions  see  Section  2(a)(3);  Sec.  1002(a)(3);  Sec.  1402(a)(3); 
Sec.  1902(a)  (5)  ;  and  Sec.  1602(a)  (3) ). 

In  like  manner  each  program  further  requires  that  each  state  plan  must: 

"  (9)  provide  safeguards  which  restrict  the  use  or  disclosure  of  information  con- 
cerning applicants  and  recipients  to  purposes  directly  connected  with  the  admin- 
istration of  aid  to  families  with  dependent  children :"  (Sec.  402(a)  (9)  of  the  So- 
cial Security  Act.  For  similar  provisions :  State  Old-Age  and  Medical  Assistance 
Plans,  Sec.  2(a)  (7)  ;  Aid  to  the  Blind,  Sec.  1002(a)(9)  ;  Aid  to  Permanently 
and  Totally  Disabled,  Section  1402(a)(9);  Combined  Plan  for  Aid  to  Aged, 
Blind,  and  Disabled,  Section  1602(a)  (7)  ;  and  State  Plans  for  Medical  Assist- 
ance, Section  1902(a)  (7) ). 

Regulations  promulgated  by  the  Secretary  to  implement  the  disclosure  of  infor- 
mation and  the  single  State  agency  responsibility  in  each  of  the  assistance  pro- 
grams are  published  as  Code  of  Federal  Regulations,  Title  45,  Part  205.50, 
Safeguarding  information  ;  and  Part  205.100,  Single  State  Agency  (Copy  attached 
as  Exhibit  3).  These  requirements  formerly  were  in  the  Handbook  of  Public 
Assistance  Administration  and  were  transferred  to  the  Code  of  Federal  Regula- 
tions February  27, 1971. 

Under  the  foregoing  law  and  regulations  the  designated  single  state  agency 
must  pursuant  to  State  statute  limit  the  disclosure  of  information  concerning 
any  applicant  or  recipient  to  purposes  directly  connected  with  the  administration 
of  the  program.  The  designated  State  agency  may  not  delegate  this  responsibility 
to  other  than  its  own  officials.  45  C.F.R.  205.100(c). 

The  Answers  to  Specific  Questions  from  the  October  29,  1971,  letter  are 
therefore : 

"1.  Can  a  prosecuting  attorney  review  records  of  all  of  our  AFDC  cases  upon 
demand?" 

Answer.  No.  Information  to  be  furnished  prosecuting  attorney  is  for  determina- 
tion by  the  State  Department  of  Social  and  Rehabilitative  Services  and  must  be 
limited  to  that  information  needed  in  the  administration  of  the  program. 

State  Agency  in  administering  its  program  has  responsibility  to  refer  informa- 
tion from  cases  of  desertion,  abandonment,  non-support  by  a  parent,  and  fraudu- 
lent applications  to  appropriate  law  enforcement  officials  and  to  cooperate  in 
carrying  out  these  phases  of  the  administration  of  the  assistance  programs. 

For  example,  Title  45,  Code  of  Federal  Regulations,  Part  220.48  (b)  and  (c) 
provide : 

"(b)  There  must  be  a  plan  of  cooperation  with  courts  and  law  enforcement 
officials  and  pertinent  information  must  be  provided  them  when  their  assistance 
is  needed  in  locating  putative  or  deserting  fathers,  establishing  paternity  and 
securing  support. 

"(c)  In  developing  plans  for  cooperation  with  courts  and  law  enforcement 
officials,  there  must  be  agreement  that  the  information  provided  by  the  State  or 
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local  agency  will  be  used  only  for  the  purpose  intended.  There  must  be  provision 
for  financial  arrangement  to  reimburse  courts  and  law  enforcement  officials  when 
it  is  found  necessary  for  them  to  undertake  services  beyond  those  usually  pro- 
vided in  such  cases." 

"2.  (a)  Can  the  prosecuting  attorney  review  the  records  upon  request  on  an 
individual  case? 

(b)  //  the  prosecuting  attorney  requests  the  record,  under  what  circumstances 
may  the  record  be  released  to  him? 

(c)  May  the  whole  record  be  released  to  him  or  only  that  part  relating  to  a 
deserting  or  abandoning  father?" 

Answer.  2(a).  Normally  No.  State  Department  Official  charged  with  custody 
of  Record  in  most  instances  would  make  only  information  essential  to  specific 
enforcement  action  available.  It  is  conceivable  that  in  some  individual  case,  State 
agency  may  consider  it  advisable  for  prosecuting  attorney  to  review  all  the 
records  on  the  particular  case  but  as  provided  under  45  C.F.R.  220.48(c),  there 
must  be  agreement  that  information  provided  will  only  be  used  for  purpose 
intended. 

2(b)  and  (c).  The  designated  State  agency  should  retain  custody  of  assistance 
records  at  all  times.  When  it  deems  duplicates  or  photostats  are  needed  in  ad- 
ministration of  the  program,  it  should  supply  them. 

"3.  Can  the  prosecuting  attorney  remove  any  record  from  a  county  welfare 
office?" 

Answer.  No. 

May  the  prosecuting  attorney  photostat  a  record  or  any  part  of  a  record?" 

Answer.  If  designated  State  agency  believes  they  are  necessary  for  program 
purposes  it  should  supply  needed  duplicate,  summary  or  photostat. 

"5.  May  the  prosecuting  attorney  subpoena  a  county  record  with  a  8ubpoena 
Duces  Tecum? 

"If  the  records  may  not  be  subpoenaed,  will  you  please  cite  the  authority  for 
denying  the  records  to  him  under  such  a  subpoena?" 

Answer.  The  Regulations  referred  to  above  contemplate  that  there  may  be 
instances  when  a  case  record  may  be  subpoenaed.  The  Code  of  Federal  Regula- 
tions, Title  45,  Part  205.50(2)  (iv)  (v)  provide  : 

"(iv)  In  the  event  of  the  issuance  of  a  subpoena  for  the  case  record  or  for  any 
agency  representative  to  testify  concerning  an  applicant  or  recipient,  the  court's 
attention  is  called,  through  proper  channels  to  the  statutory  provisions  and  the 
policies  or  rules  and  regulations  against  disclosure  of  information. 

"(v)  The  same  policies  are  applied  to  requests  for  information  from  a  govern- 
mental authority,  the  courts,  or  a  law  enforcement  official  as  from  any  other 
outside  source." 

The  State  Plan  of  Arkansas,  Section  7230  provides  : 

"7230  Release  of  Information  with  Permission  of  or  at  Request  of  the  Client 
***** 
"Information  concerning  an  applicant,  recipient  or  other  person  known  to  the 
agency  will  not  be  made  available  to  the  court,  grand  jury  or  prosecuting  attorney 
except  when  the  client  request  the  release  of  information  in  writing  or  by  per- 
mission of  the  Commissioner.  Any  other  release  of  information  will  be  forced  by 
due  process  of  law. 

"If  an  employee  or  a  case  record  of  the  Department  is  subpoenaed  by  a  court, 
grand  jury  or  prosecuting  attorney,  the  County  Director  or  his  representative 
will  immediately  telephone  the  State  Office  (collect)  to  notify  the  Commissioner 
of  the  full  detail  of  the  case.  Usually  the  County  Director  will  be  instructed  to 
confer  with  the  judge  of  the  court  or  the  district  attorney,  or  his  County  deputy 
whichever  is  appropriate  to  call  attention  to  the  provisions  of  the  Social  Security 
Act  and  Section  32  of  Act  280  and  the  opinion  of  the  attorney  general. 

"If  the  Commissioner  declines  to  permit  the  employee  to  give  testimony  or  the 
case  record  to  be  used,  the  Commissioner  will  attempt  to  secure  a  delay  so  that 
legal  counsel  can  be  obtained.  When  an  employee  or  a  case  record  is  subpoenaed, 
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the  County  Director  will  submit  to  such  legal  process  and  he,  or  counsel,  will 
plead  the  law  and  rules  on  disclosure  of  information  and  explain  their  purpose 
to  the  court." 

Section  7251  provides: 
"725i  Opinion  of  Attorney  General  Relative  to  Confidential  Nature  of  Records 
"  'Mrs.  Henry  Bethell, 
Commissioner  of  Public  Welfare, 
Little  Rock,  Ark. 

"  'Dear  Mrs.  Bethell:  We  have  your  letter  of  January  17th  in  which  you  in- 
quire as  to  the  confidential  nature  of  records  of  the  State  Department  of  Pubiic 
Welfare. 

"  'You  are  advised  that  Section  32  of  Act  280  of  the  Acts  of  1939  provides  that : 

"  '  "All  applications  and  records  concerning  any  applicant  or  recipient  of  gen- 
eral relief  or  assistance  grants  shall  be  confidential  and  shall  be  open  to  inspec- 
tion only  to  persons  authorized  by  the  State  Department  or  the  U.S.  Government 
in  connection  with  their  official  duties." 

"  'We  have,  in  this  State,  several  statutes  dealing  with  confidential  information 
and  communications  such  as  communications  between  husband  and  wife,  physi- 
cian and  patient,  and  persons  and  parties  deceased.  Our  Supreme  Court  has  in 
many  cases  held  that  communications  such  as  the  above  cannot  be  forcibly  re- 
vealed in  court.  It  is  our  opinion  that  the  Legislature  in  the  provisions  of  Act  280 
placed  the  records  of  your  Department  in  the  same  field  as  the  above. 

"  'It  is  therefore  our  opinion  that  the  State  Department  of  Public  Welfare 
could  not  be  forced  to  give  out  any  information,  oral  or  otherwise,  contained  in  a 
case  record,  or  information  obtained  by  the  Department  in  carrying  out  its  official 
duties. 

"  'You  are  advised  that  of  course,  a  court  or  prosecuting  attorney  would  have 
the  power  to  subpoena  a  worker  or  a  case  record  just  as  they  would  have  the 
power  to  subpoena  a  physician  or  other  person.  The  objection  to  the  use  of  the 
testimony  would  have  to  be  raised  at  the  time  it  was  attempted  to  be  used.  In 
other  words,  the  Department  of  Public  Welfare  cannot  be  compelled  to  disclose 
the  confidential  information. 

"  'Hoping  this  is  the  desired  information  and  if  there  is  anything  further,  please 
let  us  know,  we  are, 

"  'Very  truly  yours, 

"  'Ike  Murry,  Attorney  General'  ". 

In  the  case  of  State  ex  rel.  Hougland  v.  Smythe,  Judge,  109  Pac.  2d  706,  June  6, 
1946,  before  the  Supreme  Court  of  the  State  of  Washington  on  appeal  from  the 
Superior  Court,  this  latter  court  sitting  as  a  juvenile  court  had  subpoenaed  the 
assistance  records  of  the  Welfare  Department  on  a  fourteen  year  old  incident  to 
the  delinquency  proceedings  and  determination  of  future  custody  of  said  minor. 
In  affirming  the  order  of  the  juvenile  court  for  the  subpoena,  the  State  Supreme 
Court  stated : 

r.i  '•  *  *  *  *  * 

"(1)  It  will  be  noted  that  the  intent  of  the  Federal  statute  quoted  above  is 
to  restrict  the  use  or  disclosure  of  such  information  to  purposes  directly  connected 
ivith  the  administration  of  aid  to  dependent  children,  and  that  the  state  act  em- 
powers the  department  of  social  security  to  establish  and  enforce  reasonable  rules 
and  regulations  for  safeguarding  official  information  against  disclosure  or  use 
thereof  except  for  purposes  directly  connected  with  the  various  kinds  of  public 
assistance.  It  will  further  be  noted  that  the  rules  and  regulations  adopted  pur- 
suant to  the  foreground  statutes  seek  to  accomplish  the  same  end,  and,  anticipat- 
ing that  such  records  may  in  certain  litigation  be  subpoenaed,  they  provide  that 
the  officer  to  whom  the  subpoena  is  directed  shall  appear  in  court  and  plead  such 
rules  and  regulations.  It  is  significant  that  this  provision  of  the  rules  and  regu- 
lations does  not  command  or  suggest  that  the  officer  thus  subpoenaed  shall  in  all 
events  disobey  any  order  of  the  court  relative  to  the  production  of  such  records 


844 

and  the  disclosure  of  the  information  contained  therein,  but  only  prescribes  that 
the  officer  shall  by  proper  plea  inform  the  court  of  the  existence  and  prohibitive 
requirement  of  the  rules." 

The  Court  further  stated  : 

"(5)  *  *  * 

"So  far  as  the  secrecy  of  such  records  of  the  welfare  department  is  concerned, 
we  are  confident  that  it  will  as  wholeheartedly  be  respected  and  as  sedulously  be 
preserved  by  the  juvenile  court  as  it  will  be  by  the  officers  of  the  welfare  depart- 
ment. Rem.  Rev.  IS  tat.  §  1987 — 10,  to  which  the  respondent  judge  herein  referred 
in  his  memorandum  opinion,  makes  adequate  provision  not  only  for  private  hear- 
ings in  such  matters,  but  also  for  the  withholding  of  all  reports  in  such  cases 
from  public  inspection  and  for  their  ultimate  destruction. " 

''Question  6.  If  the  prosecuting  attorney  obtains  information  from  a  case  record, 
what  restrictions  regarding  the  use  of  this  material  are  applicable  to  him? 

Specifically ,  may  he  release  any  of  this  information  ivith  or  without  case  names 
to  any  news  mediaV 

Answer.  The  Prosecuting  Attorney  should  utilize  information  supplied  him  by 
the  Designated  State  Agency  only  for  the  purpose  for  which  it  is  supplied  and 
as  pointed  out  in  45  Code  of  Federal  Regulations,  Part  220.48(c)  supra,  should 
agree  to  this  condition  under  the  Agency  State  plan  for  cooperation  with  law  en- 
forcement officials. 

As  to  the  release  of  any  of  this  information  by  the  Prosecuting  Attorney  to  the 
news  media,  the  test  in  each  case  would  continue  to  be  as  to  whether  this  was  a 
use  directly  connected  with  the  administration  of  the  assistance  program  and 
consistent  with  the  agreement  under  which  the  State  Agency  supplied  the  infor- 
mation. 

CONCLUSION 

The  Social  Security  Amendments  of  1939,  Public  Law  379-76th  Congress  pro- 
vided under  Title  I — Old  Age  Assistance  and  under  Title  IV — Aid  to  Dependent 
Children  that  effective  July  1, 1941,  a  State  plan  for  these  programs  had  to  provide 
safeguards  which  restrict  the  use  or  disclosure  of  information  concerning  ap- 
plicants and  recipients  to  purposes  directly  connected  with  the  administration 
of  the  respective  assistance  programs. 

Since  that  date  the  successor  federal  agencies  administering  the  assistance 
programs  have  consistently  required  compliance  with  these  restrictions  or  have 
withheld  federal  funds.  During  this  period  of  thirty  years  there  appear  to  have 
only  two  cases  on  disclosure  that  have  gone  past  the  findings  of  the  Secretary  of 
Health.  Education,  and  Welfare,  or  his  predecessors  in  responsibility,  to  the 
Courts.  In  each  case  the  validity  of  the  disclosure  law  and  its  administration 
have  been  upheld. 

The  first  of  these  was  State  of  Indiana  ex  rel.  Indiana  State  Board  of  Public 
Welfare  vs.  Ewing,  Federal  Security  Administrator  of  the  Social  Security  Act, 
99  Fed.  Supplement  734,  United  States  District  Court,  District  of  Columbia, 
September  7, 1951. 

In  this  case  a  state  statute  made  lists  of  the  names  of  Old  Age  Recipients  avail- 
able for  public  inspection.  When  the  Administrator  refused  to  make  further 
federal  payments  to  the  State  for  old  age  assistance  because  this  disclosure 
was  not  in  compliance  with  the  provisions  of  Title  I  of  the  Social  Security  Act, 
the  State  sought  Court  review  of  the  action.  Summary  judgment  was  granted 
in  favor  of  the  Defendant. 

This  case  is  attached  as  Exhibit  4.  Also  attached  is  a  copy  of  the  case  before  the 
Court  of  Appeals  at  which  time  it  was  remanded  by  agreement  of  the  Adminis- 
trator because  of  the  case  at  that  time  had  become  moot.  195  Federal  Reporter 
2d  556. 

General  Counsel  has  also  forwarded  us  a  copy  of  the  judgment  and  opinion  in  a 
case  before  the  United  States  District  Court  for  the  Northern  District  of  Illinois 
which  has  not  been  published  in  the  Federal  Supplement  system.  This  is  the  case 
of  United  States  of  America  (Bureau  of  Internal  Revenue)  vs.  Raymond  M. 
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Hilliard,  Director  of  Cook  County  Department  of  Public  Welfare,  No.  54C  764, 
March  4, 1955.  Copy  of  the  opinion  is  attached  as  Exhibit  5. 

In  this  case  Internal  Revenue  by  subpoena  sought  production  of  Old  Age  As- 
sistance records.  The  Court  in  dismissing  petitioner's  complaint  said : 

"It  cannot  be  denied  that  the  records  in  question  were  not  requisitioned  'for 
purposes  directly  connected  with  the  administration  of  old-age  assistance'.  The 
pertinent  language  of  Section  302  is  clear  and  unambiguous." 

In  the  beginning  of  this  memorandum  reference  is  made  to  the  case  of  Connec- 
ticut State  Department  of  Public  Welfare  vs.  Department  of  Health,  Education, 
and  Welfare.  At  the  beginning  of  this  conformity  case  a  state  statute  making  wel- 
fare records  available  to  the  State  Department  of  Finance  without  restricting  the 
disclosure  of  information  to  purposes  directly  related  to  administration  of  the 
assistance  programs  was  at  issue. 

A  copy  of  the  findings  of  John  D.  Twiname,  Administrator,  Social  and  Rehabili- 
tation Service,  September  24,  1971,  is  attached  as  Exhibit  6.  On  issue  No.  10(a), 
Page  4,  of  the  Exhibit  he  found  that  the  State  by  legislation  effective  July  2, 
1971  had  amended  section  17-83 (b)  of  the  General  Statutes  of  Connecticut  (the 
statutory  provision  which  gave  rise  to  issue  10  ( a ) ) .  The  disclosure  issue  accord- 
ingly was  removed  from  the  hearing  proceedings. 

For  reference,  however,  the  recommended  findings  of  the  Hearing  Examiner 
on  Issue  10(a)  is  attached  (Exhibit  7). 

Also  attached  for  reference  is  a  copy  of  the  decision  of  John  D.  Twiname  of 
May  28,  1971,  in  the  Connecticut  Conformity  Hearing,  when  Issue  No.  10(a)  on 
disclosure  was  still  a  part  of  the  Hearing  (Exhibit  8,  see  page  7) . 

Harold  J.  Stafford,  Regional  Attorney. 


State  of  Arkansas, 
Office  of  the  Governor. 

Chairman  Russell  B.  Long, 
Senate  Committee  on  Finance. 

Dear  Senator  Long  :  Pursuant  to  your  request  by  telegram  dated  March  6th, 
I  am  enclosing  copy  of  memo  dated  November  22,  1971,  to  Mr.  Dudley  S.  Hall, 
Associate  Regional  Commissioner  from  the  Office  of  the  General  Counsel.*  The 
memo  was  in  reply  to  a  letter  from  Arkansas'  Commissioner  of  Social  Services. 
Incidentally,  the  memo  is  eight  pages  long.  We  have  no  record  of  a  fifteen  page 
memo. 

We  feel  that  the  confidentiality  rules  of  HEW  are  unduly  restrictive,  par- 
ticularly in  their  application  to  public  officials,  especially  prosecuting  attorneys. 
If  my  office  can  be  of  further  assistance,  please  let  me  know. 
Sincerely, 

Dale  Bumpers. 

The  Chairman.  It  has  been  my  impression  that  about  one-third  of 
these  family  cases  don't  belong  on  these  rolls  at  all  and  HEW  contends 
there  is  only  1  percent  fraud  or  1  percent  detectible  fraud,  that  they 
subsequently  admitted  here  in  Washington  there  were  5  percent ;  and 
I  will  now  say  they  put  the  lady  out  of  a  job  because  she  admitted  it 
was  5  percent. 

Mr.  Weems.  Senator,  here  is  what  the  problem  is :  Is  it  what  you  call 
fraud.  To  me  when  you  have  an  able-bodied  father  and  he  is  not  sup- 
porting his  children,  he  is  making  $600  a  month  and  is  in  the  same 
town  where  the  mama  is  and  he  won't  give  any  support  to  her,  I  con- 
sider that  fraud.  HEW  would  say  that  is  not  a  fraud  case  because  the 
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children  are  deserving.  There  is  no  question  the  children  are  deserv- 
ing. What  I  am  saying  to  you  is  they  don't  count  in  their  statistics ; 
they  won't  even  tell  me  where  the  father  is  or  what  he  is  making  or 
cooperating  with  me  in  taking  that  woman  off  welfare.  That  is  not 
statistics. 

Senator  Kibicoff.  Sir,  under  the  laws  of  Arkansas  it  is  incumbent 
of  the  father  to  support  his  children  and  subject  to  criminal  sanc- 
tions ? 

Mr.  Weems.  Yes,  sir. 

Senator  Ribicoff  So  couldn't  you,  if  you  knew  a  father  was  not 
supporting  that  family,  couldn't  you  proceed  ? 

Mr.  Weems.  Oh,  yes  sir,  and  we  do  and  we  act  under  those  general 
Arkansas  statutes.  My  problem  is  

Senator  Ribicoff.  Where  does  the  problem  come  with  HEW  in  that 
particular  type  case  ? 

Mr.  Weems.  In  that  particular  type  case  how  am  I  going  to  know 
about  it  if  the  welfare  department  doesn't  tell  me,  if  the  mother  doesn't 
tell  me  ? 

Senator  Ribicoff.  Doesn't  tell  you  that  the  father  is  not  contribut- 
ing? 

Mr.  Weems.  That's  right, 

Senator  Ribicoff.  In  other  words,  they  keep  paying  the  welfare 
to  the  mother  and  children  and  they  give  you  no  information? 
Mr.  Weems.  Yes,  sir. 

Senator  Ribicoff.  That  the  father  is  neglecting  to  pay  anything  ? 

Mr.  Weems.  Yes,  sir;  that  is  the  problem  right  there  in  a  nutshell. 

I  think  the  responsibility  should  be  on  them  to  advise  us  of  all  the 
information  that  they  have  to  make  it  available  to  us. 

Senator  Ribicoff.  Do  they  know  ?  In  other  words,  you  contend  that 
the  welfare  authorities  know  that  the  father  lives  in  that  town,  he  is 
earning  X  amount  of  dollars  and  contributing  nothing  to  the  support 
of  his  wife  and  children  ? 

Mr.  Weems.  Yes,  sir.  I  have  given  a  number  of  examples  of  just  this 
type  thing  when  we  subpenaed  their  files. 

The  Chairman.  Mr.  Weems,  this  comes  as  a  surprise  to  me  to  find 
out  about  this.  It  came  to  me  as  a  surprise  to  find  out  that  where  you 
have  a  man  who  is  the  father  of  the  children,  living  under  the  same 
roof  with  the  mother,  the  HEW  regulations  require  that  that  family 
be  placed  on  the  welfare  rolls  merely  because  that  mother  says  he  is 
not  contributing  to  the  support  of  those  children.  Now,  legally  he  owes 
it? 

Mr.  Weems.  That's  right. 

The  Chairman.  Let's  assume  he  is  making  $700  a  month  and  he 
owes  support  of  the  children  and,  frankly,  probably  is  contributing 
but  it  is  to  his  advantage  to  deny  it  because  they  will  go  on  welfare 
for  the  full  amount  if  he  denies  it  ? 

Mr.  Weems.  That's  right  and  they  won't  tell  me  when  they  put  them 
on  there. 

The  Chairman.  My  welfare  director  told  me  last  night — I  was 
amazed  to  find  this  out — he  is  required  by  Federal  regulations  to  put 
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that  family  on  and  there  is  no  provision  for  requiring  that  a  suit  be 
filed  against  that  man  to  determine  him  to  be  the  father  of  those  chil- 
dren and  made  to  contribute  to  their  support. 

Now,  if  I  am  the  attorney  for  Uncle  Sam,  before  I  load  those  children 
on  Uncle  Sam's  back  for  a  lifetime,  the  first  thing  I  want  to  do  is  to 
see  that  we  sue  the  man  whose  children  those  are,  to  declare  him  to 
be  the  father  and/or  require  him  to  support  them. 

Now  can  we  justify  loading  these  rolls  down  with  people  like  that 
and  then  tax  other  people  to  pay  for  it  ?  You  are  telling  me  that  the 
department  tells  you  as  a  prosecuting  attorney  that  you  are  denied 
access  even  to  the  records  to  know  about  this  so  you  can  prosecute  the 
man  and  do  your  duty  as  a  prosecuting  attorney  ? 

Mr.  Weems.  That  is  correct,  sir. 

Let  me  add  one  other  thing.  I  am  the  author  of  act  A-22  of  Arkansas 
which  was  passed  about  a  year  ago  which  allowed  a  prosecuting  attor- 
ney to  file  a  civil  action  in  conjunction  with  criminal  activity  and  the 
reason  that  I  did  it  that  way  was  so  we  could  cut  our  caseload  in  half. 

What  I  have  done  is  I  have  learned  of  able-bodied  fathers  that  had 
put  their  dependents  on  the  welfare  rolls.  I  have  filed  joint  criminal 
and  civil  action  and  we  have  collected  several  thousand  dollars  and 
paid  it  back  to  the  State  welfare  office ;  and  the  first  $1,200,  the  first  case 
we  collected,  they  called  me  in  and  said,  "What  do  you  want  us  to  do 
with  it?"  and  I  said,  "What  do  you  mean,  what  do  you  want  me  to  do 
with  it?" 

"We  have  no  way  of  taking  it  back."  So  we  have  no  way  to  take  it 
back.  We  keep  spending  money.  They  have  21  attorneys  in  the  welfare 
department ;  they  never  have  filed  a  first  suit  in  our  district,  never  col- 
lected the  first  penny.  Instead  they  spend  more  time  investigating  me 
and  being  in  court  with  me  rather  than  trying  to  cooperate  with  me  and 
I  think,  frankly,  there  is  something  badly  wrong  with  the  system  when 
you  can't  have  any  kind  of  coordination  other  than  what  we  are  getting. 

And  I  contend  to  you  if  H.R.  1  is  passed  as  it  now  reads,  unless  we 
take  care  of  these  kinds  of  problems  we  are  going  to  compound  the 
problem. 

I  think  one  of  the  things  seriously  wrong  with  our  present  welfare 
system  is  we  don't  have  any  enforcement  because  of  the  attitude  that 
HEW  has  taken. 

For  example,  we  have  gone  into  food  stamps  in  my  district  and  I 
mention  on  page  8  of  my  testimony,  and  this  is  kind  of  tragically 
funny,  when  in  July  of  last  year — and  I  will  just  give  you  one  case  that 
we  found — the  local  office  found  the  fraud  and  under  their  procedure 
when  they  find  it,  they  can't  send  it  to  me  but  have  to  give  it  to  the  field 
supervisor.  The  field  supervisor  sent  a  report  of  the  fraud  to  the  finance 
section  of  the  welfare  department ;  the  finance  section  sent  a  report  of 
the  fraud  to  the  welfare  department's  food  stamp  coordinator ;  the  food 
stamp  coordinator  sent  a  report  of  the  fraud  to  the  committee  on  over- 
payment of  the  Arkansas  Welfare  Department ;  the  committee  on  over- 
payment sent  a  report  of  the  fraud  to  the  welfare  department's  attor- 
ney who  is  also  a  member  of  the  committee  on  overpayments. 

Six  months  later  the  legal  department — their  21  lawyers — sent  a 
form  letter  out  asking  the  fellow  to  pay  it  back  and  he  didn't  and  they 
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forgot  it  and  they  have  never  done  anything  else  and  because  of  this 
absurd  rule  on  confidentiality  they  worn  t  give  it  to  me  for  prosecution. 

But  in  this  particular  case  this  woman  had  falsified  her  assets  and 
income  and  when  I  sent  my  investigator  out  we  didn't  tell  her  we 
were  coming;  we  just  went,  and  she  said,  "Oh,  my  gosh,  we  don't  want 
any  trouble,"  and  so  she  sat  down  and  wrote  a  check,  a  $1,041  check. 

He  said,  "Lady,  is  that  check  any  good?"  and  she  handed  him  the 
bank  statement  and  she  has  something  like  $5,000  in  the  bank  state- 
ment. You  know,  how  many  of  us  can  write  a  check  for  $1,000  on 
our  checking  accounts  ? 

I  can  give  you  30  or  40  examples  that  I  stumbled  into  where  I  sus- 
pended all  of  the  welfare  department  officials,  which  they  don't  like, 
and  knowing  those  assets  are  there,  knowing  this  situation  is  in  exist- 
ence, and  yet  they  do  nothing  because  of  this  rule  on  confidentiality. 

But  I  would  mention  one  other  thing  that  I  think  is  the  most  tragic, 
most  pathetic  example  of  our  present  welfare  situation.  I  have  had 
to  make  some  rather  traumatic  decisions  that  affect  young  people ;  in 
fact,  I  had  to  ask  for  the  death  sentence  of  a  15-year-old,  which  he  got, 
and  got  off  of  because  of  notoriety ;  but  we  also  have  some  good  things 
which  will  become  a  model  for  the  community. 

We  also  have  had  things  but  when  I  am  responsible  for  making 
a  decision  for  making  a  penal  sentence  for  a  youngster  and  the  Arkan- 
sas Welfare  Department  has  1,700  employees,  $10  million,  the  psychol- 
ogists, psychiatrists,  and  a  juvenile  section — in  several  instances  this 
year  where  they  have  prepared  background  work  on  youngsters  who 
were  having  troubles  and  then  that  youngster  finally  committed  a 
crime  and  I  deal  with  them.  Then  they  have  the  audacity  to  tell  me 
that  because  of  this  rule  on  confidentiality  they  cannot  share  this 
background,  these  psychiatric  reports  and  psychiatric  studies  that 
might  be  helpful  to  me  in  making  a  decision  affecting  that  young 
man's  life,  when  I  know  that  70  percent  of  the  children  I  deal  with 
once  I  send  them  to  an  institution  they  are  going  to  become  criminals. 
Gentlemen,  there  is  something  badly  wrong  in  this  administrative 
structure  in  this  regard  and  I  think  it  is  all  the  way  from  welfare. 
The  way  we  approach  this  whole  problem,  it  is  not  realistic,  gentle- 
men. It  is  your  position  to  change  it  and  I  think  it  is  going  to  take  legis- 
lative action  to  do  it. 

I  would  ask  you — I  would  urge  you  to  give  us  the  tools  to  do  our 
job  so  that  we  can  enforce  our  laws. 

The  Chairman.  I  want  to  do  more  than  that.  The  HEW  Secretary 
told  this  committee  he  was  willing  to  cooperate  with  any  measure  we 
might  pass  to  require  a  father  to  support  his  children.  I  would  like 
for  you  to  help  us  put  together  a  bill  that  will  reimburse  the  State 
for  any  expense  it  is  out  so  you  can  hire  any  help  that  you  need,  and 
will  also  put  a  burden  on  the  U.S.  attorneys  around  this  country. 
And  these  so-called  poverty  lawyers  instead  of  spending  time  suing 
the  Government  to  load  the  welfare  rolls  down  with  people  who  don't 
belong  there,  to  sue  some  of  these  runaway  welfare  fathers  to  make 
them  contribute  to  the  support  of  their  children. 

It  is  because  of  the  kind  of  thing  you  are  talking  about  that  every- 
body in  this  country  knows  about — the  people  who  live  right  next  door 
to  these  welfare  cases  are  adamantly  against  putting  any  more  into 
that  thing  and  that  is  why  in  50  States  out  of  50  you  cannot  find  a 
single  State  legslator  willing  to  put  more  money  into  it, 

Mr.  Weems.  That  is  true. 
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The  Chairman.  If  HEW  is  covering  up  all  this  fraud,  how  can  you 
expect  to  uncover  it  if  they  are  running  the  program  in  the  pristine 
fashion  they  claim  they  are  doing  ? 

Mr.  Weems.  I  think  Secretary  Richardson  was  sincere  in  what  he 
said.  I  don't  think  he  knows  what  the  people  in  Dallas  are  doing, 
evidently.  I  just  can't  believe  it  would  be  the  Department  policy  to 
conceal  fraud  and  especially  when  you  see  it  in  30  percent  of  the  cases — 
you  see  in  my  district  because  I  made  an  indepth  study  and  used  many 
people  on  it  and  this  is  the  reason  the  American  public  simply  does 
not  have  confidence  in  our  welfare  system. 

I  hope  in  the  months  to  come  I  intend  to  subpena  every  dadblamed 
file  in  my  district  and  I  hope  in  the  next  18  months  I  can  tell  every- 
body in  my  district  the  people  on  the  rolls  are  entitled  to  be  there. 

But  the  inequities — but  let  me  give  you  one  other  example  that  I 
think  really  crystallizes  the  problem : 

In  one  of  my  counties  I  know  of  one  situation  where  you  have  a 
father,  three  children,  and  the  wife.  The  father  is  totally  disabled  and 
that  family  has  to  get  by  on,  like,  $280  a  month  and  this  is  their  total 
income. 

Less  than  a  half  mile  on  the  same  road  where  this  particular  couple 
lives  there  is  another  couple,  a  papa,  a  mama,  and  four  kids.  We 
have  a  formula  basis  for  welfare:  the  mother  making  $300  a  month 
and  also  applying  for  aid  to  dependent  children  getting  $156 — there 
she  was  also  getting  food  stamps — and  by  the  time  you  totaled  this 
all  up  she  was  getting  better  than  $600  a  month.  Of  course,  you  can't 
go  and  check  on  weekends,  either,  Senator.  But  this  particular  father, 
when  I  found  him,  was  working  in  Little  Rock  which  was  some  40 
miles  away  and  he  was  coming  home  on  weekends  and  he  was  bring- 
ing home  something  like  $440  a  month  and  the  tragic  part  of  it  is, 
the  Arkansas  Welfare  Department  knew  of  both  of  those  situations 
and  did  nothing  about  it ;  and,  I  submit  to  you,  that  is  an  inequity  in 
our  system  because  that  family  with  a  disabled  father  getting  along 
on  $280  needed  part  of  that  $600  the  other  family  was  getting. 

The  Chairman.  What  was  the  combined  income  of  the  family? 

Mr.  Weems.  They  were  getting  over  $1,000  a  month. 

The  Chairman.  That  is  the  kind  of  thing  people  complain  about 
and  if  we  don't  correct  that  mess,  but  just  add  more  people  to  the  rolls, 
we  will  be  properly  condemned  in  my  judgment. 

Mr.  Weems.  Senator,  I  know  from  speaking  to  all  the  other  prosecu- 
tors in  our  State  if  you  give  us  the  tools  and  get  HEW  off  our  back,  I 
assure  you  we  will  reduce  the  welfare  rolls.  But  if  you  don't  pass  some 
legislation  abolishing  this  rule  on  confidentiality  directing  these  people 
to  cooperate  with  us,  our  hands  are  going  to  be  tied. 

I  have  mentioned  several  specific  things  in  here  such  as  the  mis- 
demeanor, as  I  expect  you  know,  of  crossing  State  lines  that  will  really 
create  more  problems  for  us  simply  because  under  the  interstate  com- 
pact with  States  you  can  only  extradite  people  on  felonies  so  even 
though  the  way  your  language  now  is,  if  you  make  it  a  misdemeanor, 
in  our  State  now  and  all  other  States  a  felony,  even  though  we  find 
a  fellow  in  Tennessee,  it  won't  do  me  any  good  because  I  can't  bring 
him  back. 

The  Chairman.  Well,  we  can  place  a  burden  on  the  Federal  Gov- 
ernment to  prosecute  these  cases  and  we  can  also  do  what  we  can  to 
require  the  State  agencies  to  cooperate  with  you.  You  help  us  draft  the 
law  to  see  that  you  have  adequate  authority  and  that  other  State  at- 
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torneys  have  adequate  authority,  and  while  we  are  doing  it  let's  try  to 
impose  as  much  burden  as  we  can  on  these  Federal  lawyers  to  give 
Uncle  Sam  and  the  taxpayers  a  little  break  for  a  change,  instead  of 
spending  all  their  time  trying  to  bankrupt  this  country  by  loading  the 
welfare  rolls  and  others  down  with  people  who  don't  belong  on  there. 

1  think  we  might  be  able  to  make  this  into  a  program  that  the  people 
would  approve. 

Mr.  Weems.  I  think  that  to  make  it  work  effectively  it  is  going  to 
take  district  offices  such  as  mine,  State  offices  such  as  the  State  welfare 
department,  your  Federal  attorneys ;  it  is  going  to  take  a  really  good 
coordination  of  all  of  these  agencies  from  an  enforcement  end  of  it,  not 
to  embarrass  any  recipient  and  I  don't  think  any  of  us  would  want  to 
do  that ;  and  I  think  this  is  the  position  HEW  has  taken.  I  certainly 
think  the  identity  of  innocent  people  should  be  protected  but  when  you 
take  it  and  go  to  the  absurd  conclusion  that  it  applies  to  everybody, 
that,  I  think,  when  somebody  is  committing  fraud  we  should  prosecute 
them  if  that  is  what  it  takes  to  remove  them  from  the  rolls. 

I  know  one  thing,  since  we  started  the  campaign  in  my  district  our 
applications  are  not  as  high  percentagewise  as  they  are  in  any  other  dis- 
tricts in  my  State  and  we  convicted  more  people  of  it  probably  than 
anyone  else ;  and  I  think  it  is  going  to  have  a  positive  effect  only  on 
those  people  who  are  trying  to  perpetuate  frauds  on  our  society  as  a 
whole,  and  I  think  if  we  can  do  this  type  thing  people  are  going  to  have 
confidence  again  in  what  we  are  trying  to  do.  We  ask  for  your  help, 
gentlemen. 

The  Chairman.  Any  further  questions,  gentlemen  ? 
Well,  thank  you  very  much.  We  appreciate  it. 
Mr.  Weems.  Thank  you. 

(The  previous  witness'  prepared  statement  and  excerpts  from  the 
Federal  Kegister  and  Handbook  of  Public  Assistance  Administration 
relative  to  the  preceding  testimony  follows.  Hearing  continues  on 
p.  860.) 

Statement  of  Samuel  A.  Weems,  Prosecuting  Attorney  for  the  17th  Judicial 
District  of  the  State  of  Arkansas  and  Legislative  Chairman  of  the  Arkan- 
sas Prosecuting  Attorneys  Association 

Mr.  Chairman,  I  am  Samuel  A.  Weems,  Prosecuting  Attorney  for  the  17th  Ju- 
dicial District  of  the  State  of  Arkansas.  I  also  appear  here  today  as  Legislative 
Chairman  of  the  Arkansas  Prosecuting  Attorneys  Association,  which  includes  the 
Prosecuting  Attorneys  for  all  of  the  19  Judicial  Districts  of  our  State. 

We  who  are  charged  with  the  enforcement  of  criminal  laws  are  concerned  with 
some  of  the  provisions  of  H.R.  1.  I  would  like  to  take  this  opportunity  to  share 
with  you  some  of  my  experiences  in  connection  with  the  administration  of  our 
welfare  laws.  I  hope  that  this  view  of  the  we^are  program  from  the  side  of  law 
enforcement  officials  will  be  helpful  to  the  Committee  in  drafting  the  final  version 
of  H.R.  1. 

On  page  114  of  the  transcript  published  for  use  of  the  Senate  Committee  on 
Finance  as  to  hearings  on  H.R.  1,  said  hearings  heretofore  on  July  27,  29,  August 

2  and  3,  1971,  Senator  Byrd  made  the  following  statement  to  Secretary  of  HEW 
Richardson : 

"Now,  Mr.  Secretary,  on  page  2  of  your  statement  you  say  that  during  the  dec- 
ade of  the  sixties,  the  AFDC  rolls  increased  by  4.4  million  people,  a  147  percent 
increase.  Then  you  say  further  in  the  year  following  the  President's  initial  call 
for  Welfare  reform,  in  August,  1969,  the  rolls  increased  an  additional  50  percent." 

On  page  115  of  the  hearings  under-secretary  Veneman  said  the  following  to 
clarify  this  point : 

"There  has  not  been  a  new  administration  with  regard  to  the  administration 
of  public  assistance  programs  in  this  country.  The  public  assistance  programs 
are  administered  by  State  and  local  governments.  The  Federal  Government  has 
absolutely  nothing  to  do  with  the  administration." 

Secretary  Richardson  then  added  the  following  statement : 
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"I  would  be  very  glad,  Senator,  to  have  anybody  scrutinize  the  processes  that 
have  been  administered  so  far  as  the  Federal  roie  is  concerned  in  the  interval 
since  January  1969.  I  hope  that  such  a  scrutiny  would  disclose  that  in  some  re- 
spects the  situation  has  been  tightened  up  and  improved  in  administration ;  the 
audit  procedures  are  more  adequate.  But  I  am  sure  that  you  will  not  find  that 
there  has  been  any  relaxation." 

The  Secretary  went  on  to  say  "I  totally  agree  with  your  observation  that  some- 
thing is  radically  wrong  and  of  course  that  is  why  we  are  here,  to  try  to  persuade 
you  to  do  something  about  it."' 

I  womd  make  the  following  observations  as  to  the  administrations'  statements : 

1.  The  department  has  so  tied  the  hands  of  local  officials  that  it  is  impossible 
to  reduce  the  AFDC  rolls  contrary  to  Mr.  Veneman's  and  Secretary  Richardson's 
statements. 

2.  The  provisions  of  H.R.  1  as  passed  by  the  House  have  not  properly  dealt 
with  the  causes  of  the  tremendous  increase  in  the  AFDC  rolls.  H.R.  1  will  com- 
pound the  problem,  not  solve  it,  as  Secretary  Richardson  suggests. 

Gentlemen,  I  would  begin  my  remarks  with  perhaps  an  over  simplification 
of  the  Aid  For  Dependent  Chilaren  Programs  as  it  applies  to  the  people  of  the 
United  States. 

We  do  not  object  to  the  contributing  of  our  tax  dollars  to  support  the  elderly, 
the  disabled,  widows  and  above  all,  children.  However,  we  do  object  to  supporting 
the  families  of  able  bodied  fathers. 

In  my  Judicial  District  I  have  outstanding  as  of  October  1,  1971,  534  AFDC 
cases.  This  is  an  increase  of  100  since  January  1,  1971  when  I  first  took  office  as 
prosecuting  attorney. 

Based  upon  my  experience,  up  to  30  percent  of  these  cases  could  be  removed 
from  the  welfare  rolls  because  the  father  is  able  bodied  and  employed. 

My  office  has  started  a  campaign  to  locate  and  (1)  prosecute  able-bodied  fath- 
ers for  failing  to  support  their  families  and  (2)  file  civil  suits  to  recover  from 
the  able  bodied  father  funds  paid  by  the  state  to  support  his  family. 

Even  though  I  am  the  chief  attorney  for  the  State  of  Arkansas  in  my  district 
and  contrary  to  the  above  administration's  statement  of  no  federal  government 
interference  in  the  administration  of  the  AFDC  program,  it  is  not  a  correct 
statement  as  it  is  applied  by  the  Department  of  Health,  Education  and  Welfare 
to  the  State  of  Arkansas.  I  suspect  the  same  is  true  in  the  other  states. 

The  present  administration  has  adopted  a  policy  of  confidentiality  to  such  an 
extent  that  information  necessary  for  criminal  prosecutions  is  not  available  to 
my  office. 

Frankly,  under  the  provisions  of  HR  1  the  problems  will  increase  because  this 
policy  has  not  been  eliminated. 

To  substantiate  this  statement  I  would  share  with  you  the  results  of  a  recent 
investigation  my  office  made  into  several  specific  cases  in  one  of  my  counties.  I 
would  mention  that  I  subpoenaed  these  cases  at  random  and  made  a  detailed 
investigation  into  each  case.  I  will  leave  for  your  judgment  if  the  Administra- 
tion's statement  cited  above  is  correct  when  applied  to  a  specific  state. 

Case  No.  1:  Husband  and  wife  living  together 

Three  children,  mother  has  been  drawing  welfare  since  March,  1971.  State 
Welfare  office  certified  that  $505.00  paid  to  support  children.  Subpoenaed  rec- 
ords show  $875.00  paid  by  State. 

(1)  Action  taken  :  Civil  suit  against  father  to  recover  $875.00. 

(2)  Subpoena  to  wife  to  determine  if  criminal  charges  will  be  filed  against  her 
for  obtaining  money  under  false  pretences.  Welfare  file  reflects  wife  told  welfare 
workers  repeatedly  she  had  not  seen  father  and  did  not  know  where  he  was — yet 
he  is  employed  in  Little  Rock. 

Case  No.  2:  Mother  and  Two  Children 

File  reflects  mother  has  no  source  of  income,  yet  investigation  reveals  she  is 
employed.  Father  is  employed  in  same  city  where  mother  lives.  State  Welfare 
office  certified  that  $546.00  paid  to  support  children.  Subpoena  records  show 
$1002.00  paid  by  state. 

(1)  Action  taken:  Civil  suit  against  Father  to  recover  $1002.00  and  warrant 
of  arrest  for  non  support  of  children. 

(2)  Subpoena  to  mother  to  determine  if  criminal  charges  will  be  filed  against 
her  for  obtaining  money  under  false  pretenses. 

Case  No.  3:  Mother  Has  Four  Children 

The  state  welfare  office  certified  the  case  to  my  office  for  action.  Investiga- 
tion revealed  that  father  has  been  deceased  since  9-21-65.  Upon  subpoenaing 
welfare  records  the  case  file  reflected  father  was  deceased  as  welfare  department 
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had  proof  of  death.  Because  of  welfare  policy  this  information  cannot  be  made 
available  to  my  office. 
Action  taken :  None. 

Case  No.  4:  Mother  and  Three  Children 

State  Welfare  Department  certified  the  case  to  my  office  as  non  support  that 
$1,471.00  had  been  paid  as  support  payments — The  subpoenaed  records  reflect 
that  as  much  as  $2,303.00  may  have  been  paid. 

The  subpoenaed  file  also  reveals  father  has  been  paying  $25.00  a  week  in  support 
payments  as  per  the  order  of  the  chancery  court  since  7-27-70.  Yet  this  informa- 
tion is  not  available  to  my  office  except  by  subpoena. 

Action  taken :  Subpoena  of  father  to  determine  his  earnings  in  order  to  deter- 
mine if  state  funds  can  be  recovered.  There  is  no  information  in  welfare  file  as 
to  his  earnings. 

Case  No.  5:  Mother  and  One  Child 

State  welfare  office  certified  the  case  to  my  office  and  states  that  $840.00  in 
state  funds  had  been  awarded  the  mother.  Subpoenaed  file  reveals  as  much  as 
$1,335.00  may  have  been  expended.  Investigation  reveals  that  father  deserted 
wife  and  child,  applied  for  a  divorce,  had  a  blood  test  taken  prior  to  the  granting 
of  the  divorce,  remarried  immediately  after  the  divorce  and  now  has  a  2nd  child 
by  his  second  wife.  He  is  employed. 

Action  taken :  Warrant  of  arrest  for  child  abandonment  and  the  filing  of  a 
civil  suit  to  recover  support  payments  paid.  ($840.00  recovered,  paid  to  State). 

Case  No.  6:  Grandmother  and  Child 

Welfare  department  certified  that  $204.00  paid  as  support.  It  would  appear 
that  this  amount  is  correct.  The  welfare  file  reflects  father  works  in  North  Ar- 
kansas when  upon  investigation  father  works  in  South  Arkansas. 

Action  taken :  Warrant  of  arrest  for  child  abandonment  and  filing  of  a  civil 
suit  to  recover  state  money. 

Case  No.  7:  Mother  and  Three  Illegitimate  Children 

Investigation  reveals  that  county  judge  in  1966  made  a  Judicial  determination 
as  to  who  was  legal  father.  Father  was  ordered  to  pay  support  yet  he  never  has. 
The  state  welfare  department  certified  that  $5,026.00  has  been  paid  for  support. 
The  father  is  in  Little  Rock  and  is  employed. 

Action  taken :  Warrant  of  Arrest  for  child  abandonment  and  filing  of  a  civil 
suit  to  recover  support  payments  paid. 

Case  No.  8:  Mother  and  Three  Children 

The  .state  welfare  department  certified  that  $4,929.00  had  been  paid  for 
support.  The  subpoenaed  file  reflects  that  as  much  as  $10,869.00  may  in  fact  have 
been  paid.  The  file  reflects  the  legal  father  of  one  child  is  unknown.  The  file 
reflects  the  father  of  one  illegitimate  child  may  be  deceased.  The  file  reflects  the 
following  information  as  to  the  third  illegitimate  child  : 

The  case  worker  was  advised  that  on  11-15-66  by  a  reliable  source  that  the 
mother  was  living  with  a  certain  individual  and  that  he  was  supporting  her. 
The  mother  was  drawing  welfare  assistance  on  the  first  two  children  during  this 
period.  The  welfare  director  recommended  no  action  be  taken. 

The  subpoenaed  file  reflects  that  on  12-19-66  mother  came  to  local  office  and 
reported  she  was  pregnant.  The  mother  is  now  receiving  assistance  for  all  three 
children. 

A  local  welfare  official  required  the  third  father  to  sign  the  following  state- 
ment: "I   ,  acknowledge  that    is  pregnant  with  my  child. 

I  will  support  while  she  is  sick  and  will  pay  her  hospital  and  doctor 

bills.  I  further  state  that  I  will  support  this  child  when  it  is  born." 

The  file  reflects  he  has  never  supported  the  child.  This  statement  would  not 
have  been  provided  my  office  without  subpoenaing  the  file.  The  statement  will  be 
most  helpful  in  proving  the  legal  father. 

Action  taken:  Bastardy  action  has  been  started  against  the  father.  Once 
the  Judge  has  declared  him  to  be  the  legal  father,  a  civil  suit  will  be  filed  to 
recover  state  funds  as  the  father  is  employed.  If  the  father  continues  to  refuse 
to  support  the  child  after  he  is  legally  declared  to  be  the  father,  a  warrant 
will  be  issued  for  his  arrest  for  child  abandonment. 

Case  No.  8:  Mother  and  Eight  Illegitimate  Children 

State  welfare  department  certified  two  children  to  my  office  and  stated  that 
since  December,  1970  $1,028.00  had  been  paid  to  support  the  two  children. 
However,  the  subpoenaed  file  reflects  there  are  eight  illegitimate  children,  that 
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the  mother  has  been  receiving  aid  for  several  years  and  that  at  least  $13,884.00 
has  been  paid  in  support  payments. 

On  4-2-65  Mother  stated  she  needed  help  and  does  not  know  where  father 
is — as  to  the  father  she  never  lived  with  him  and  never  did  housekeeping  for 
him,  that  she  only  courted  him  and  had  children  for  him. 

The  file  reflects  mother  had  two  more  illegitimate  children  since  4-2-65  and 
the  file  reflects  the  state  assisted  all  the  children. 

Action  taken :  Bastardy  action  has  been  started  against  the  father.  Once 
the  Judge  has  declared  him  to  be  the  legal  father  a  civil  suit  will  be  filed  to 
recover  state  funds  as  the  father  is  employed.  If  the  father  continues  to  refuse 
to  support  his  children  after  he  is  legally  declared  to  be  the  father  a  warrant 
will  be  issued  for  his  arrest  for  Child  Abandonment. 

Case  No.  9:  Mother  and  Four  Illegitimate  Children 

Welfare  department  certified  two  children  to  my  office — Subpoena  file  reveals 
four  children  not  being  supported.  Welfare  department  certified  that  $1,251.00 
paid  to  support  children  yet  subpoena  file  reflects  an  undetermined  additional 
sum  has  been  paid. 

Of  the  Four  children  the  last  two  are  alleged  to  have  been  fathered  by  the 
same  father.  The  mother  stated  when  she  applied  for  assistance  that  she  had 
to  have  assistance  because  she  "could  not  depend  upon  him  for  support"  yet  the 
fourth  child  was  later  born  and  the  mother  alleges  the  same  undependable 
man  was  the  father. 

There  is  nothing  in  the  files  to  reflect  any  clue  as  to  where  the  first  father 
may  be  located. 

Action  taken :  Bastardy  action  has  been  started  against  the  father.  Once  the 
judge  has  declared  him  to  be  the  legal  father  a  civil  suit  will  be  filed  to  recover 
state  funds  as  the  father  is  employed.  If  the  father  continues  to  refuse  to  support 
his  children  after  he  is  legally  declared  to  be  the  father  a  warrant  will  be 
issued  for  his  arrest  for  child  abandonment. 

Case  No.  10:  Mother  and  Five  Children 

The  father  is  employed  and  the  state  has  paid  $220.00  for  child  support.  The 
father  is  now  paying  support. 

Action  taken — Suit  to  recover  state  funds  paid  for  benefit  of  his  children. 
Paid  and  collected. 

Case  No.  11:  Mother  and  One  Illegitimate  Child 

In  April,  1971  Mother  stated  in  subpoenaed  record  that  father  and  his  "family" 
have  moved  to  Chicago.  Investigation  reveals  that  father  is  working  in  Little 
Rock.  The  Welfare  Department  records  show  that  $486.00  has  been  paid  for 
support. 

Action  taken :  Bastardy  action  has  been  started  against  the  father.  Once  the 
Judge  has  declared  him  to  be  the  legal  father  a  civil  suit  will  be  filed  to  recover 
state  funds  as  the  father  is  employed.  If  the  father  continues  to  refuse  to  sup- 
port his  children  after  he  is  legally  declared  to  be  the  father  a  warrant  will  be 
issued  for  his  arrest  for  child  abandonment. 

Case  Number  12:  Mother  and  Seven  Illegitimate  Children 

Welfare  Department  certified  that  $1,561.00  had  been  paid  to  support  children 
by  the  state,  however,  the  subpoena  case  file  reveals  that  a  much  larger  amount 
has  in  fact  been  paid. 

Action  taken :  Bastardy  action  has  been  started  against  the  father.  Once  the 
Judge  has  declared  him  to  be  the  legal  father  a  civil  suit  will  be  filed  to  recover 
state  funds  as  the  father  is  employed.  If  the  father  continues  to  refuse  to  support 
his  children  after  he  is  legally  declared  to  be  the  father  a  warrant  will  be  issued 
for  his  arrest  for  child  abandonment. 

Case  Number  13:  Mother  and  Two  Children 

State  Welfare  Department  certified  two  fathers  not  supporting  their  children. 
The  State  office  stated  that  $2,049.00  had  been  expended  for  the  support  of  the 
children.  However,  the  subpoena  welfare  files  reveal  that  at  least  $3,281.00  has 
been  paid  by  the  state. 

The  file  also  reflects  that  one  of  the  fathers  has  been  a  patient  at  the  TB 
sanatorium  for  several  years.  This  information  was  not  made  available  to  me 
when  it  was  certified  to  my  office  by  the  welfare  department. 

The  second  father  is  employed  in  Little  Rock. 

Action  taken :  None  against  father  in  TB  sanatorium.  Warrant  of  arrest  and 
civil  suit  filed  against  able  bodied  employed  father. 
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Case  Number  1%:  Mother  and  Six  Illegitimate  Children 

Welfare  Department  certified  one  child.  Subpoena  welfare  file  reveals  a  total 
of  six  children.  The  file  reveals  a  court  order  in  1966  determining-  legal  father 
and  order  for  support.  Yet  because  of  welfare  department  policy  this  information 
was  not  volunteered  to  my  office. 

The  file  also  reflected  that  one  alleged  father  certified  to  my  office  was 
deceased. 

Action  taken:  Bastardy  action  has  been  started  against  one  father.  Follow  up 
court  action  taken  as  to  the  prior  court  order  and  a  warrant  has  been  issued 
for  his  arrest  for  deserting  his  children. 

Case  Number  15 :  Grandmother  and  Xine  Children 

Subpoena  file  reveals  that  father  left  nine  children  in  1964.  The  Welfare 
Department  states  the  state  has  expended  S7.S32.00  to  support  the  children. 
However,  the  case  file  reflects  the  state  may  have  expended  much  more  than  the 
cited  figure. 

Investigation  reveals  that  father  has  remarried,  has  one  child  by  second 
family,  takes  home  SS6.00  week  and  carries  all  ten  children  as  dependents. 

Action  taken :  Warrant  of  arrest  issued  and  civil  action  filed  to  recover  state 
funds. 

I  would  also  mention  the  operation  of  the  food  stamp  program  as  administered 
by  the  Arkansas  Welfare  Department. 

In  early  July  of  1970,  one  of  my  county  offices  learned  that  an  individual  who 
stated  he  was  unemployed  and  received  some  $2,255.00  in  food  stamps  was  in 
fact  employed  by  a  local  rice  mill. 

The  following  steps  were  taken  : 

(1)  The  local  office  referred  the  case  to  the  field  supervisor  of  the  welfare 
department. 

(2)  The  field  supervisor  sent  a  report  of  the  fraud  to  the  finance  section  of 
the  welfare  department. 

(3)  The  finance  section  sent  a  report  of  the  fraud  to  the  welfare  department's 
food  stamp  coordinator. 

(4)  The  food  stamp  coordinator  sent  a  report  of  the  fraud  to  the  committee 
on  overpayment  of  the  Arkansas  Welfare  Department. 

(5)  The  committee  on  overpayment  sent  a  report  of  the  fraud  to  the  welfare 
department's  attorney  who  is  also  a  member  of  the  committee  on  overpayments. 

(6)  In  mid  January.  1971.  some  6  months  after  the  fraud  was  discovered, 
the  attorney  sent  a  form  letter  to  the  individual  telling  him  he  has  received 
$2,255.00  illegally.  He  spelled  out  how  he  committed  the  fraud  and  tells  him  he 
must  pay  the  money  back. 

(7)  11  months  later,  no  money  has  been  recovered  from  the  individual.  No 
further  action  has  been  taken  by  the  welfare  department  nor  their  21  member 
legal  staff,  nor  have  they  requested  criminal  prosecution. 

Yet,  because  of  the  rule  on  confidentiality,  this  case,  nor  any  of  the  other  43 
cases  of  fraud  my  office  knows  of.  has  been  voluntarily  presented  to  us  for  crim- 
inal action  even  though  S  different  employees  of  the  Arkansas  Welfare  Depart- 
ment has  made  an  investigation  and  written  reports  to  each  other  as  to  how 
fraud  has  been  committed. 

The  following  detailed  reports  have  been  written  by  employees  of  the  welfare 
department. 

(1)  Individuals  drawing  food  stamps  while  employed  in  two  or  more  counties 
at  the  same  time. 

(2)  Concealed  assets  and  income.  An  example  is  an  individual  who  wrote  us 
a  check  of  $1,041.00  to  pay  back  the  value  of  food  stamps  and  had  a  bank  account 
of  some  $5,000.00.  How  many  of  us  can  write  a  check  for  $1,041.00  from  a  S5.000.00 
bank  account  today?  This  information,  as  is  all  others  I  mention,  was  in  several 
written  reports  yet  the  welfare  department  and  their  21  lawyers  took  no  action. 

(3)  Individuals  who  stated  they  were  unemployed  when,  in  fact,  they  had 
regular  employment. 

(4)  Forged  income  statements. 

These  are  just  a  couple  of  examples  of  the  fraud  my  office,  without  the  assist- 
ance of  the  Arkansas  welfare  department,  found  in  44  cases  in  our  district  just 
last  month. 

The  only  thing  I  have  seen  from  the  welfare  department  is  paper  shuffling, 
report  writing  to  each  other,  more  employees  each  two  years  to  take  care  of  the 
more  people  on  welfare  and  raises  in  salary  for  the  employees  and  expanded 
staffs,  yet  the  problem  gets  bigger  and  bigger. 
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I  would  make  the  following  comments  as  to  specific  sections  of  H.R.  Is 
Section  2172  treats  the  question  of  penalties  for  fraud.  This  section  of  H.R. 

1  will,  for  all  practical  purposes,  prevent  very  little,  if  any,  follow  up  on  fraud 

for  the  following  reasons  : 

1.  The  State  prosecuting  attorneys  are  charged  with  the  prosecution  of  fraud 
but  a  federal  agency  will  have  all  records.  Unless  the  prosecuting  attorney  is 
given  subpoena  powers  to  conduct  investigations,  I  am  fearful  of  what  will 
happen  when  a  given  administration  does  not  want  an  investigation.  At  the 
present  time  I  have  grave  problems  with  federal  regulations  in  the  field  of 
welfare.  Without  the  power  of  the  subpoena,  I  would  be  powerless  to  prosecute 
any  fraud  whatsoever.  A  section  must  be  written  into  H.R.  1  to  give  us  this 
power. 

2.  The  burden  of  proof  is  placed  on  the  prosecution  in  sub-section  (1)  of  Sec- 
tion 2172  to  prove  "knowingly"  and  "willfully"  making  or  causing  to  be  made  any 
false  statement  or  representation  of  a  material  fact  in  any  application  for  any 
benefit  under  H.R.  1.  This  is  an  almost  impossible  burden  to  prove.  The  legisla- 
tion should  make  a  false  statement  in  any  application  of  a  material  fact  prima- 
facie  evidence  of  fraud  with  the  burden  of  proof  on  the  applicant  to  show  why 
the  false  statement  was  made. 

3.  Regardless  of  how  many  convictions  I  obtained  and  how  much  money  is 
involved,  a  defendant  can  never  be  found  guilty  of  more  than  a  misdemeanor 
and  fined  not  more  than  $1,000.00  and/or  imprisoned  for  not  more  than  one 
year. 

It  would  be  my  suggestion  at  some  point  an  applicant's  conviction  should  be  a 
felony  and  perhaps  forfeit  the  right  to  receive  additional  welfare  benefits. 

4.  Section  2175  deals  with  the  obligation  of  a  deserting  parent.  Under  this 
section,  a  deserting  parent  is  liable  to  the  government  for  any  and  all  sums  paid 
to  support  a  parent's  child  or  children. 

In  my  judgment,  this  section  should  be  broadened  to  allow  the  prosecuting  at- 
torneys to  merge  civil  and  criminal  actions  into  one  cause  of  action,.  Due  to  the 
heavy  case  load,  this  will  reduce  the  total  support  case  load  in  half. 

5.  The  prosecuting  attorneys  should  be  given  by  legislation,  action  to  all 
federal  agencies  for  assistance  in  locating  absent  parents. 

6.  Section  2176  spells  out  the  penalty  for  interstate  flight  to  avoid  parental 
responsibilties.  Frankly,  this  section  just  will  not  work  for  the  following  rea- 
sons : 

(a)  The  prosecution  must  prove  that  a  parent  left  the  state  "for  the  purpose 
of  avoiding  responsibility  for  child  support".  It  should  be  prima  facie  evidence 
that  if  a  parent  left  the  state  without  providing  for  the  support  of  his  family 
that  he  intended  not  to  support  them. 

(b)  The  penalty  for  interstate  flight  under  this  section  is  regardless  of  how 
many  convictions  to  the  acts  are  only  a  misdemeanor  and/or  a  $1,000.00  fine 
and/or  one  year  in  jail. 

As  a  practical  matter  it  is  not  possible  to  extradite  a  defendant  from  another 
state  on  a  misdemeanor  charge.  The  present  law  of  Arkansas  is  that  if  a  parent 
does  not  support  his  family  and  crosses  a  state  line  it  is  a  felony.  The  reason 
this  Arkansas  law  was  passed  was  so  we  could  extradite  a  skipping  father.  Under 
the  provisions  of  H.R.  1  this  will  not  be  possible. 

I  also  have  reservations  as  to  Section  2152  which  sets  out  the  eligibility  for  an 
amount  of  benefits. 

A  few  months  ago,  I  had  cause  to  investigate  a  welfare  case  where  there  was  a 
mother  and  eight  illegitimate  children.  Under  the  provisions  of  this  section,  she 
would  receive  $3,800.00.  Section  2153  spells  out  the  meaning  of  income  but  also 
establishes  certain  exclusions  from  income.  The  first  $720.00  of  earned  income 
is  exempt.  Plus  %  of  all  child  support  payments  are  exempt  as  is  all  alimony 
payments. 

Notwithstanding  any  other  provisions  of  this  section,  the  total  amount  which 
may  be  excluded  in  determining  income  of  a  family  in  a  given  year,  said  exclusions 
shall  not  exceed  the  lesser  of  (a)  $2,000.00  plus  $200.00  for  each  member  of  the 
family  in  excess  of  four  or  a  total  of  $3,000.00. 

Thus  under  the  case  I  investigated  last  month,  the  mother  with  8  illegitimate 
children  would  receive  $3,800.00.  If  I  were  successful  in  securing  the  father  to 
support  his  children  for  an  example  of  $1,200.00,  $400.00  would  be  exempt.  Since 
$720.00  is  also  exempt,  $80.00  would  be  reduced  from  the  $3,800.00  for  a  total  of 
$3,730.00  plus  $400.00  exempt  or  a  total  of  $4,120.00  net  to  the  mother. 

In  addition  to  this  sum  of  $4,120.00  an  additional  sum  from  any  source  of 
$3,000.00  could  be  added  as  per  the  language  of  this  section.  Thus  a  mother  with  8 
illegitimate  children  could  receive  $7,120.00  as  per  this  legislation. 
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There  will  also  be  consideration  for  day  care  centers.  It  is  my  view  this  concept 
has  much  merit.  However,  I  will  not  go  into  detail  as  to  my  views  at  this  time, 

It  is  my  view,  and  the  views  of  most  of  the  other  prosecuting  attorneys  of  the 
State  of  Arkansas  that  we  do  not  want  the  enforcement  responsibility  as  presently 
set  out  in  H.R.  1.  Unless  the  Senate  of  the  United  States  will  give  us  the  working 
tools  to  do  our  job.  we  wish  to  go  on  record  as  expressing  our  reservations  as  to 
the  workability  of  this  legislation  as  it  applies  to  us. 

I  would  offer  the  following  suggestions  as  to  the  steps  that  must  be  taken  if  the 
present  welfare  problem  is  to  be  solved  : 

(1)  Prosecuting  attorneys  must  examine  each  AFDC  and  Food  Stamp  case 
in  our  respective  districts  and  compel  all  able  bodied  fathers  to  support  their 
families  and  remove  all  that  are  committing  fraud  from  our  rolls  and  place  them 
in  our  prisons  if  necessary.  We  will  need  specific  legislation  and  perhaps  the  re- 
moval of  welfare  bureaucrats  before  this  can  be  achieved.  Prosecuting  attorneys 
must  have  the  cooperation  of  the  local  case  worker.  Today,  they  are  under  fear 
of  their  jobs  if  they  cooperate.  This  fear  must  be  removed. 

(2)  Abolish  all  hidden  committees  of  the  Arkansas  Welfare  Department  and 
require  this  department  to  advise  proper  judicial  officers  when  fraud  is  discovered 
or  susnected. 

(3)  We  must  have  sincere,  dedicated  appointed  employees  in  the  State  Wel- 
fare Department  who  will  work  for  the  public  interest  if  we  are  to  insure  that 
only  those  who  need  our  help  will  receive  it.  Today  I  can  cite  many  examples 
of  inequities  of  those  who  receive  aid  and  those  who  do  not.  For  example,  in  one 
of  my  counties  I  know  of  a  husband  who  is  totally  disabled,  has  a  wife  and  three 
children  whose  sole  income  is  less  than  $260.00  per  month.  Less  than  a  half  mile 
from  him  is  a  mother  with  four  children.  The  mother  is  employed,  drew  AFDC 
on  the  four  children  and  bought  food  stamps.  The  father  is  employed  in  Little 
Rock  and  comes  home  on  week  ends.  This  family  was  receiving  more  than 
$1,000.00  per  month. 

Needless  to  say,  the  second  family  is  not  so  well  off  today,  due  to  action  by 
my  office  but  this  information  was  known  to  the  welfare  department  and  the 
bureaucratic  mess  of  our  program  in  this  state  did  nothing  to  correct  this 
inequity. 

It  is  time  our  welfare  department  got  in  step  with  the  times  and  honestly 
faced  the  problems  which  we  have  today. 

(4)  Abolish  the  21  member  legal  firm  of  the  Arkansas  Welfare  Department 
and  transfer  the  duties  to  the  State's  Attorney  General,  and  provide  the  local 
prosecuting  attorney  a  staff  to  enforce  abuse. 

(5)  Pass  legislation  that  information  regarding  a  deserting  parent  would  be 
furnished  to  appropriate  judicial  officials  from  any  state  or  federal  agency  such 
as  the  state  revenue  department  or  the  internal  revenue  service. 

(6)  By  legislation,  abolish  the  regulation  on  confidentiality  as  it  applies  to  a 
prosecuting  attorney. 

(7)  Provide  for  the  collection  of  any  and  all  improper  welfare  payments  by 
the  internal  revenue  service  and  the  revenue  departments  in  conjunction  with 
civil  and  criminal  actions. 

(8)  Require  maximum  use  of  legal  services  lawyers — O.E.O. — legal  aid,  etc. 
in  obtaining  and  enforcing  support  orders  on  behalf  of  destitute  mothers. 

(9)  Pass  legislation  making  it  a  crime  for  any  state  or  federal  employee  who 
does  not  report  criminal  or  suspected  criminal  activity  to  the  proper  officials. 

These  measures  may  not  totally  solve  our  welfare  problems  but  I  believe  they 
can  be  a  start.  The  time  is  past  due  when  we  should  make  needed  changes  in  our 
present  welfare  system. 

It  is  time  that  such  foolishness  as  I  have  mentioned  be  abolished  and  we  must 
take  whatever  steps  are  necessary  to  bring  the  Arkansas  Welfare  Department 
out  of  the  dark  ages  of  bureaucratic  quicksand  and  face  our  problems  honestly 
and  in  light  of  our  past  experience,  let's  frankly  admit  something  is  wrong  with 
welfare  and  let's  change  it ! 


Statute  and  Regulations  Relative  to  Safeguarding  Information 

[From  the  Social  Security  Act] 

Sec.  402  (a)(9)  of  part  A  title  IV  of  the  Social  Security  Act  as  amended  is  as 
follows : 

"Sec.  402  (a)  A  State  plan  for  aid  and  services  to  needy  families  with  chil- 
dren must  ...  (9)  provide  safeguards  which  restrict  the  use  or  disclosure  of 
information  concerning  applicants  and  recipients  to  purposes  directly  con- 
nected with  the  administration  to  aid  of  families  with  dependent  children ;" 
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[From  the  Federal  Register,  vol.  36,  No.  40 — Feb.  27,  1971] 
§  205.50    Safeguarding  information. 

(a.) State  plan  requirements.  A  State  plan  under  title  I,  IV-A,  X.  XIV,  XVI,  or 
XIX  of  the  Social  Security  Act,  except  as  provided  in  paragraph  (b)  of  this  sec- 
tion, must  provide  that : 

(1)  Pursuant  to  State  statute  which  imposes  legal  sanctions  : 

(1)  The  use  or  disclosure  of  information  concerning  applicants  and  recipients 
will  be  limited  to  purposes  directly  connected  with  the  administration  of  the  pro- 
gram. Such  purposes  include  establishing  eligibility,  determining  amount  of 
assistance,  and  providing  services  for  applicants  and  recipients. 

(ii)  The  State  agency  has  authority  to  implement  and  enforce  the  provisions 
for  safeguarding  information  about  applicants  and  recipients  ; 

(iii)  Publication  of  lists  or  names  of  applicants  and  recipients  will  be 
prohibited. 

(2)  The  agency  will  have  clearly  defined  criteria  which  govern  the  types  of 
information  that  are  safeguarded  and  the  conditions  under  which  such  informa- 
tion may  be  released  or  used.  Under  this  requirement : 

(i)  Types  of  information  to  be  safeguarded  include  but  are  not  limited  to : 

(a)  The  names  and  addresses  of  applicants  and  recipients  and  amounts  of  as- 
sistance provided  (unless  excepted  under  paragraph  (b)  of  this  section)  ; 

( b )  Information  related  to  the  social  and  economic  conditions  or  circumstances 
of  a  particular  individual ; 

(c)  Agency  evaluation  of  information  about  a  particular  individual ; 

(d)  Medical  data,  including  diagnosis  and  past  history  of  disease  or  disability, 
concerning  a  particular  individual. 

(ii)  The  release  or  use  of  information  concerning  individuals  applying  for  or 
receiving  financial  or  medical  assistance  is  restricted  to  persons  or  agency  rep- 
resentatives who  are  subject  to  standards  of  confidentiality  which  are  comparable 
to  those  of  the  agency  administering  the  financial  and  medical  assistance 
programs. 

(iii)  The  family  or  individual  is  informed  whenever  possible  of  a  request  for 
information  from  an  outside  source,  and  permission  is  obtained  to  meet  the  re- 
quest. In  an  emergency  situation  when  the  individual's  consent  for  the  release 
of  information  cannot  be  obtained,  he  will  be  notified  immediately  thereafter. 

(iv)  In  the  event  of  the  issuance  of  a  subpoena  for  the  case  record  or  for  any 
agency  representative  to  testify  concerning  an  applicant  or  recipient,  the  court's 
attention  is  called,  through  proper  channels  to  the  statutory  provisions  and  the 
policies  or  rules  and  regulations  against  disclosure  of  information. 

(v)  The  same  policies  are  applied  to  requests  for  information  from  a  govern- 
mental authority,  the  courts  or  a  law  enforcement  official  as  from  any  other  out- 
side source. 

(3)  The  agency  will  publicize  provisions  governing  the  confidential  nature  of 
information  about  applicants  and  recipients,  including  the  legal  sanctions  imposed 
for  improper  disclosure  and  use,  and  will  make  such  provisions  available  to  appli- 
cants and  recipients  and  to  other  persons  and  agencies  to  whom  information  is 
disclosed. 

(4)  All  materials  sent  or  distributed  to  applicants,  recipients,  or  medical 
vendors,  including  material  enclosed  in  envelopes  containing  checks,  will  be 
limited  to  those  which  are  directly  related  to  the  administration  of  the  program 
and  will  not  have  political  implications.  Under  this  requirement : 

(i)  Specifically  excluded  from  mailing  or  distribution  are  materials  such  as 
"holiday"  greetings,  general  public  announcements,  voting  information,  alien 
registration  notices ; 

(ii)  Not  prohibited  from  such  mailing  or  distribution  are  materials  in  the  im- 
mediate interest  of  the  health  and  welfare  of  applicants  and  recipients,  such 
as  announcements  of  free  medical  examinations,  availability  of  surplus  food, 
and  consumer  protection  information : 

(iii)  Only  the  names  of  persons  directly  connected  with  the  administration 
of  the  program  are  contained  in  material  sent  or  distributed  to  applicants, 
recipients,  and  vendors,  and  such  persons  are  identified  only  in  their  official 
capacity  with  the  State  or  local  agency. 

(b)  Exception.  In  respect  to  a  State  plan  under  title  I,  IV-A,  X,  XIV,  or 
XVI  of  the  Social  Security  Act,  exception  to  the  requirements  of  paragraph 
(a)  of  this  section  may  be  made  by  reason  of  the  enactment  or  enforcement 
of  State  legislation,  prescribing  any  conditions  under  which  public  access  may 
be  had  to  records  of  the  disbursement  of  funds  or  payments  under  such  titles 
within  the  State,  if  such  legislation  prohibits  the  use  of  any  list  or  names  ob- 
tained through  such  access  to  such  records  for  commercial  or  political  purposes. 
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[From  the  Handbook  of  Public  Assistance  Administration] 
Part  IV.  Eugibility  and  Payments  to  Individuals 

7000-7999     SAFEGUARDING  INFORMATION 

7000.  Safeguarding  Information 
1100.  Provisions  of  the  Act 

"A  State  plan  [for  old-age  assistance,  aid  to  the  dependent  children,  aid  to 
the  blind,  aid  to  the  permanently  and  totally  disabled]  must  .  .  .  provide  safe- 
guards which  restrict  the  use  or  disclosure  of  information  concerning  appli- 
cants and  recipients  to  purposes  directly  connected  with  the  administration  of 
[old-age  assistance,  aid  to  the  dependent  children,  aid  to  the  blind,  aid  to  the 
permanently  and  totally  disabled,  respectively.]  (Sections  2(a)  (8),  402(a)  (8), 
1002(a)  (9),  and  1402(a)  (9)) 

Section  618  of  the  Revenue  Act  of  1951  (P.L.  183,  82d  Congress,  approved 
October  20, 1951)  : 

"No  State  or  any  agency  or  political  subdivision  thereof  shall  be  deprived 
of  any  grant-in-aid  or  other  payment  to  which  it  otherwise  is  or  has  become 
entitled  pursuant  to  title  I,  IV,  X,  or  XIV  of  the  Social  Security  Act,  as  amended, 
by  reason  of  the  enactment  or  enforcement  by  such  State  of  any  legislation 
prescribing  any  conditions  under  which  public  access  may  be  had  to  records 
of  the  disbursement  of  any  such  funds  or  payments  within  such  State,  if 
such  legislation  prohibits  the  use  of  any  list  or  names  obtained  through  such 
access  to  such  records  for  commercial  or  political  purposes." 

1110.  Interpretation — Section  618  of  the  Revenue  Act  of  1951 

Pending  further  revision  of  Handbook  IV-7200  through  IV-7610,  dated  1/7/46, 
that  statement  is  to  be  read  subject  to  the  following  interpretation  of  Section  618 
of  the  Revenue  Act  of  1951,  as  originally  issued  to  States  in  State  Letter  No.  1C6, 
dated  November  8, 1951. 

In  interpreting  the  language  of  section  618,  it  is  necessary  to  realize  that 
the  provisions  of  the  Social  Security  Act  which  require  a  State  plan  to  "provide 
safeguards  which  restrict  the  use  or  disclosure  of  information  concerning  appli- 
cants and  recipients  to  purposes  directly  connected  with  the.  administration"  of 
the  particular  assistance  program  remain  in  full  force  and  effect  except  to  the 
extent  that  they  are  modified  by  section  618. 

If  a  State  wishes  to  take  advantage  of  the  provisions  of  section  618,  then 
there  must  be  specific  provisions  in  the  State  legislation  which  authorize  public 
access  to  the  records  of  disbursements  or  payment  of  public  assistance,  prescribe 
the  conditions  under  which  such  access  may  be  had,  and  prohibit  the  use  of  any 
lists  or  names  so  obtained  through  such  access  for  commercial  or  political 
purposes. 

Under  section  618,  the  State  law  is  only  permitted  to  provide  for  public  access 
to  "records  of  the  disbursement  of  any  such  funds  or  payments  within  such 
State."  Thus  section  618  leaves  intact,  even  for  States  operating  under  it,  the 
protections  written  into  the  Social  Security  Act  against  the  release  of  other 
information,  including  case  records,  which  the  public  assistance  agency  possesses 
concerning  applicants  and  recipients  of  public  assistance. 

Section  618  permits  a  State  to  enact  a  statute  under  Which  "public  access 
may  be  had"  to  the  type  of  records  discussed  above,  and  places  no  limitations 
upon  the  conditions  that  the  State  statute  may  prescribe  under  which  public 
access  may  be  had  to  such  records.  Therefore,  such  conditions  may  be  as 
restrictive  or  as  broad  as  a  State  legislature  may  deem  advisable.  Moreover, 
subject  to  the  prohibition  of  use  for  commercial  or  political  purposes,  the  State 
may  permit  persons  inspecting  the  accessible  records  to  make  any  use  they  may 
wish  of  information  so  obtained.  However,  it  must  be  noted  that  the  congres- 
sional language  was  phrased  so  as  not  to  go  beyond  permitting  public  access  to 
such  records.  That  is  to  say,  the  use  in  section  618  of  the  phrase  "access  may  be 
had"  would  seem  to  require  that  the  public  take  the  initiative  in  seeking  access 
to  and  examining  the  records  of  disbursement  and  payment  and  that  the  State 
itself  refrain  from  taking  the  initiative  in  general  distribution  to  the  public 
of  such  information  by  means  of  publication  or  otherwise. 

1200.  Interpretation 

When  the  Social  Security  Act  was  enacted  on  August  14,  1935,  no  mention 
was  made  concerning  the  safeguarding  of  public  assistance  information.  How- 
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ever  on  December  22,  1938,  the  Bureau  of  Public  Assistance  sent  letters  to  all 
State  public  assistance  agencies  in  which  the  policy  was  adopted  by  the  Social 
Security  Board  on  November  29,  1938,  was  stated  as  follows  : 

"The  Social  Security  Board  finds  that  it  is  an  important  element  in  efficient 
administration  of  State  public  assistance  plans  that  the  State  public  assistance 
agency  have  authority  to  promulgate  and  enforce  regulations  concerning  the  use 
and  protection  of  lists  of  public  assistance  recipients  and  other  records  relating 
to  individuals  receiving  public  assistance,  to  confine  the  use  of  such  lists  and 
records  to  purposes  directly  related  to  the  administration  of  State  and  local 
public  asistance  programs,  and  to  protect  from  public  disclosure  communications 
of  an  intimate  and  personal  character  made  in  confidence  to  the  State  or  local 
public  assistance  agencies  or  any  of  their  employees  or  representatives." 

When  the  Social  Security  Act  was  amended  August  10,  1939,  the  provisions 
concerning  safeguarding  of  information  were  included  as  stated  under  "Provi- 
sions of  the  Act."  A  letter  was  sent  to  all  State  Public  Assistance  agencies  by 
the  Executive  Director  of  the  Social  Security  Board  dated  November  15,  1940, 
advising  the  agencies  of  the  amendment  and  stating  that  in  accordance  with  the 
terms  of  this  amendment  it  would  be  necessary  that  plan  material  evidencing  the 
State's  compliance  with  these  provisions  be  submitted  and  approved  by  July  1, 
1941,  the  effective  date  of  the  amendment. 

The  Social  Security  Board  then  adopted  "Standards  for  Safeguarding  Infor- 
mation Concerning  Applicants  and  Recipients  of  Public  Assistance"  and  issued 
this  statement  to  all  State  public  assistance  agencies  on  May  7,  1941.  The  state- 
ment did  not  repeat  the  statutory  requirement  necessary  for  compliance  with  the 
amendments  of  August  10,  1939,  as  this  subject  was  covered  in  the  Executive  Di- 
rector's letter  of  November  15,  1940,  and  it  was  presupposed  that  State  public 
assistance  agencies  have  authority  to  safeguard  and  regulate  the  use  of  their 
records,  but  it  sets  forth  standards  for  administrative  action  to  assure  adequate 
protection  uniformly  throughout  the  States. 

7210.  Objectives 

The  provisions  of  the  Social  Security  Act,  regarding  the  confidential  character 
of  public  assistance  information  have  as  their  objective  the  protection  of  appli- 
cants and  recipients  from  exploitation  and  embarrassment.  State  regulations 
should  be  directed  to  the  objectives  of : 

1.  Developing  a  relationship  of  confidence  between  the  agency  and  the 
applicant  for  public  assistance  which  is  vital  and  essential  to  efficient 
administration. 

2.  Defining  and  protecting  the  rights  of  applicants  for  public  assistance 
through  safeguards  (a)  against  the  identification  of  such  individuals  as  a 
special  group  segregated  on  the  basis  of  their  need  for  public  assistance,  (b) 
against  the  exploitation  of  this  group  for  commercial,  personal,  or  political 
purposes,  and  (c)  against  making  information  available  as  a  basis  for  prose- 
cution and  other  proceedings  except  in  connection  with  the  enforcement  of 
the  public  assistance  laws. 

3.  Providing  a  basis  for  recognition  by  the  courts  of  the  right  of  the  agency 
to  protect  its  records,  and  of  the  privileged  character  of  information  made 
available  to  the  public  assistance  agency  as  the  process  of  administering 
assistance. 

4.  Developing  a  relationship  of  confidence  between  the  agency  and  the  pub- 
lic at  large  by  protecting  information  made  available  to  the  agency  by  repre- 
sentatives of  the  public  and  utilizing  such  information  only  for  the  purposes 
of  the  proper  functioning  of  the  agency's  public  assistance  programs. 

7300  thru  7400 :  Superseded  by  SRS  Program  Regulation  10-11,  dated  Febru- 
ary 27,  1971.  See  Federal  Register,  Vol.  36,  No.  40,  dated  February  27,  1971, 
Chapter  II,  45  CFR  205.50. 

7470:  Superseded  by  SRS  Program  Regulation  10-11,  dated  February  27,  1971. 
See  Federal  Register,  Vol.  36,  No.  40,  dated  February  27,  1971,  Chapter  II,  45 
CFR. 

7500.  Specific  Application  of  Standards. 
7510.  Disclosure  to  Law-Enforcement  Officers. 

Questions  have  been  raised  as  to  the  propriety  of  disclosing  public  assistance 
information  to  Federal  and  State  agencies,  particularly  law-enforcement  officers, 
for  purposes  not  connected  with  the  administration  of  public  assistance.  Since 
the  States'  situation  in  relation  to  protection  of  information  is  analogous  to  that 
of  the  Social  Security  Board,  the  Board's  experience  in  protecting  the  confidential 
character  of  the  records  of  the  Bureau  of  Old-Age  and  Survivors  Insurance  may 
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be  helpful.  The  Social  Security  Board  promulgated  Regulation  Xo.  1,  providing 
for  such  protection  under  the  authority  vested  in  it  by  section  1102,  and  subse- 
quently of  section  1106  of  the  Social  Security  Act.  On  the  basis  of  this  regulation, 
various  requests  of  the  Department  of  Justice  and  other  law  enforcement  officers 
for  access  to  the  confidential  records  of  the  Board  for  law  enforcement  purposes 
have  been  denied.  The  Board  has  consistently  followed  the  policy  of  refusing  to 
furnish  confidential  information  from  its  records,  except  for  the  purposes  of  ad- 
ministering the  Social  Security  Act  and  related  programs.  To  do  otherwise  would 
be  to  violate  the  assurances  under  which  such  confidential  information  was  ob- 
tained and  the  provisions  of  the  Social  Security  Act  as  amended  in  1939. 

It  should  be  especially  noted  that  the  Department  of  Justice  has  officially  recog- 
nized the  validity  of  Regulation  Xo.  1.  An  excerpt  from  the  Attorney  General's 
instruction  to  all  United  States  Attorneys  (Circular  Xo.  3081).  issued  on  Febru- 
ary 15,  1938,  follows : 

"It  is  the  view  of  this  Department  that  this  regulation  [Regulation  Xo.  1  of 
the  Social  Security  Board]  is  valid  and  binding  on  the  courts,  as  well  as  govern- 
mental departments  and  agencies.  It  is.  therefore,  essential  that  every  effort  be 
made  to  keep  the  information  contained  in  the  official  records  of  the  Social 
Security  Board  confidential,  and  it  is  requested  that  you  cooperate  to  this  end." 

The  States,  under  their  approved  rules  and  regulations  established  pursuant,  to 
the  mandate  contained  in  sections  2(a)  (8),  402(a)  (8),  and  1002(a)  (9)  of  the 
Social  Security  Act,  designed  to  limit  effectively  the  use  of  public  assistance 
information  to  purposes  directly  connected  with  the  administration  of  their 
programs,  are  in  a  position  to  afford  similar  protection  to  their  public  assistance 
records. 

Like  the  Social  Security  Board,  the  States  have  the  responsibility  for  pro- 
tecting confidential  public  assistance  information  and  should  accordingly  point 
out  to  any  law  enforcement  officers  or  agencies  who  request  information  of  this 
character,  in  cases  not  directly  affecting  the  administration  of  public  assistance, 
the  pertinent  sections  of  the  Social  Security  Act  and  the  approved  State 
regulation  adopted  pursuant  thereto. 

1520.  Recording  of  Liens 

Various  types  of  practices  in  recording  liens  against  property  of  recipients 
which  have  been  found  to  reveal  whole  or  partial  lists  of  recipients  include :  use 
of  separate  books  in  which  to  record  public  assistance  liens ;  filing  of  public 
assistance  lien  instruments  in  a  separate  receptacle :  use  of  a  separate  index  for 
assistance  liens  ;  and  use  of  an  obligee-obligor  index. 

In  States  having  statutory  requirements  for  separate  lien  books  for  assistance 
liens,  it  should  be  determined :  whether  there  is  a  miscellaneous  record  book  and 
whether  the  recording  of  assistance  liens  in  such  books  is  possible :  and  whether 
such  recording  would  in  fact  result  in  a  significant  dilution  of  the  assistance  list. 
If,  therefore,  after  consideration  of  all  possible  revisions  within  the  present 
framework  of  the  recording  procedures,  the  State  demonstrates  that  it  is  faced 
with  a  choice  between  doing  away  with  blanket  liens  or  continuing  a  recording 
practice  which  yields  a  list,  the  Social  Security  Board  will  not  require  the 
abolition  of  blanket  liens  but  will  expect  the  State  to  rely  on  the  application  of 
criminal  sanctions  against  persons  misusing  these  lists. 

If  separate  lien  books,  files,  or  indexes  are  being  used  because  of  a  require- 
ment of  the  public  assistance  law.  or  if  their  use  is  merely  a  matter  of  adminis- 
trative convenience,  and  another  satisfactory  method  of  providing  notice  could 
be  utilized  under  the  regular  property  procedures  relating  to  notice,  appropriate 
revisions  in  law  and  practice  will  be  required. 

As  to  obligor-obligee  indexes,  since  these  are  a  part  of  the  traditional  property 
procedures,  it  is  suggested  that  if  there  is  a  law  revision  commission  within  the 
State,  the  possibility  of  not  including  assistance  instruments  in  this  index,  to- 
gether with  any  other  recording  problems,  be  referred  to  such  commission.  If 
feasible,  it  is  recommended  that  the  State  consider  indexing  in  the  name  of  the 
State  rather  than  of  the  State  agency,  if  thereby  the  assistance  instruments 
would  become  unidentifiable  as  such. 

1530.  Temporary — War-Related  Disclosure  of  Information 

If  the  State  agency  determines  to  revise  its  policy  on  exceptions  to  make  pos- 
sible the  release  of  public  assistance  information  for  war-related  purposes,  the 
agency  should  establish  essential  safeguards  limiting  and  circumscribing  the 
policy  to  prevent  unjust  action  with  respect  to  the  individual  applicant  as  much 
as  possible.  Standards  and  procedures  which  may  be  expected  to  provide  such 
safeguards  include  the  following : 

1.  The  policy  should  be  limited  to  the  duration  of  the  war. 
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2.  Assurance  should  be  available  that  the  information  is  being  released  only 
to  duly  authorized  representatives  of  an  established  governmental  authority 
having  specific  responsibility  for  making  administrative  determinations  or  recom- 
mendations with  respect  to  (a)  the  loyalty  or  fitness  of  persons  who  may  be 
utilized  in  the  military  or  naval  forces  or  in  essential  war  activities,  or  (b) 
persons  who  may  be  suspected  of  engaging  in  activities  inimical  to  the  prosecu- 
tion of  the  war. 

3.  Such  information  as  is  furnished  should  be  specifically  related  to  the  pur- 
poses outlined  above.  Proper  assurance  that  the  use  of  the  information  will  be 
limited  to  the  purpose  for  which  it  is  made  available  should  be  obtained. 

4.  Case  record  material  which  contains  personal  information  that  has  no 
direct  bearing  on  the  purpose  for  which  the  information  is  sought  should  not  be 
made  available  but  an  agency  representative  can  present  the  pertinent  factual 
information  known  to  the  agency  and  make  proper  interpretation  of  the  total 
agency  record  with  specific  relation  to  the  question  at  issue,  including  considera- 
tion as  to  whether  the  information  available  is  sufficiently  current  to  be  relevant. 

In  releasing  information  to  properly  authorized  representatives  of  a  govern- 
mental authority,  it  is  not  expected  that  public  assistance  agencies  will  relax 
their  standards  of  protection  of  information  sought  by  law  enforcement  agencies 
for  purposes  of  prosecution  unrelated  to  the  war,  or  for  purposes  unrelated 
to  the  proper  administration  of  public  assistance. 

7531.  Disclosure  to  Selective  Service  Boards 

The  Bureau  of  Public  Assistance  believes  that  Selective  Service  boards,  in 
order  to  arrive  at  valid  and  consistent  decisions  regarding  dependency,  should 
have  access  to  relevant  facts  in  the  possession  of  the  public  assistance  agencies, 
including  the  source  of  their  information.  The  Social  Security  Board,  on  Febru- 
ary 10,  1942,  approved  the  recommendation  of  the  Bureau  of  Public  Assistance 
that  in  extending  services  to  Selective  Service  boards,  public  assistance  agencies 
release  information  obtained  from  the  Bureau  of  Old- Age  and  Survivors  Insur- 
ance on  the  same  basis  as  information  obtained  from  any  other  source.  To  at- 
tempt to  eliminate  from  the  reports  of  the  public  assistance  agency  informa- 
tion obtained  from  the  Bureau  of  Old-Age  and  Survivors  Insurance  would  result 
in  incomplete  and  inadequate  reports. 

In  making  services  available  to  Selective  Service  boards  State  public  assist- 
ance agencies  should  be  governed  by  the  following  policies  and  standards : 

1.  The  State  public  assistance  agency  should  develop  working  agreements  on 
a  State-wide  basis  with  Selective  Service  boards  to  assure  itself  in  specific 
terms  that  such  boards  accept  responsibility  to  safeguard  information  made 
available  to  them  against  disclosure,  and  to  restrict  the  use  of  such  information 
to  purposes  for  which  it  was  made  available. 

2.  In  every  instance  in  which  the  local  Selective  Service  board  has  requested 
the  public  assistance  agency  to  supply  information  regarding  the  registrant, 
the  agency  should  inform  the  registrant  and  his  family  of  the  request  and  of  the 
agency's  participation  in  complying  with  the  request. 

3.  In  making  services  available  in  cases  already  known  to  the  agency,  the 
public  assistance  agency  should  report  only  current,  factual  information.  To  do 
so,  the  agency  will  need  to  reappraise  the  information  already  available  to  it, 
since  that  information  was  obtained  for  another  purpose,  and  may  not  be  suf- 
ficiently current. 

4.  Only  information  relevant  to  the  fact  of  dependency,  as  construed  under  the 
provisions  of  the  Selective  Service  Act  and  contained  in  Selective  Service  regu- 
lations, should  be  released. 

5.  Every  precaution  should  be  taken  to  assure  that  information  of  a  personal 
and  confidential  nature  (especially  medical  diagnoses,  statements  regarding 
family  disorganization,  past  history  of  disease,  illegitimacy,  etc. )  will  be  put  into 
the  hands  of  professional  people  only  who  will  be  in  a  position  to  limit  its  use 
to  the  purposes  for  when  it  was  made  avaliable. 

Selective  Service  boards  are  governed  by  regulations  issued  by  the  National 
Headquarters,  under  the  terms  of  which  the  records  of  the  Selective  Service 
boards  are  confidential  to  them,  and  information  in  their  files  cannot  be  made 
available  to  any  interested  agency  or  even  to  the  registrant's  family  without 
the  consent  of  the  registrant. 

7610.  State  Legislation 

The  protection  of  confidential  information  given  by  applicants  or  recipients 
in  connection  with  their  claims  is  a  privilege  appertaining  to  the  applicant,  and  its 
use  is  properly  confined  to  that  which  is  appropriate  in  carrying  out  the  purposes 
for  which  it  was  given  to  the  agency,  or  otherwise  to  the  extent  expressly  per- 
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mitted  by  the  applicant  or  recipient.  One  of  the  best  tests  of  the  effectiveness  of 
either  a  statutory  provision  or  a  rule  and  regulation  regarding  the  confidential 
character  of  public  assistance  records  is  whether  it  will  protect  the  case  record 
against  disclosure  upon  court  order  either  through  the  subpoenaing  of  records 
or  the  giving  of  testimony. 

It  is  recommended  that  a  statutory  provision  similar  to  that  below  be  adopted 
in  order  that  the  authority  of  the  State  agency  may  be  clear,  especially  as  lists 
and  records  in  the  hands  of  other  State  or  local  officials  may  be  affected.  This  type 
of  enabling  provision  is  also  preferable  to  any  attempt  to  draft  detailed  legisla- 
tive provisions  of  a  regulatory  character.  Detailed  legislative  provisions,  unless 
carefully  drawn,  may  have  an  effect  of  denying  applicants  or  recipients  the 
necessary  access  to  such  portion  of  the  case  record  upon  the  basis  of  which 
determination  was  made  as  to  eligibility  for  assistance. 

Confidential  Character  of  Public  Assistance  Records. — The  rulemaking  power 
of  the  State  department  shall  include  the  power  to  establish  and  enforce  reason- 
able rules  and  regulations  governing  the  custody,  use,  and  preservation  of  the 
records,  papers,  files,  and  communications  of  the  State  and  county  departments. 
Wherever,  under  provisions  of  law,  names  and  addresses  of  receipients  of  public 
assistance  are  furnished  to  or  held  by  any  other  agency  or  department  of  gov- 
ernment, such  agency  or  department  of  government  shall  be  required  to  adopt 
regulations  necessary  to  prevent  the  publication  of  lists  thereof  or  their  use 
for  purposes  not  directly  connected  with  the  administration  of  public  assistance. 

A  statutory  provision  similar  to  that  below  is  also  recommended  as  the  best 
method  of  rendering  the  misuse  of  lists  and  records  unlawful.  Unless  such  sanc- 
tions already  exist  elsewhere  in  State  codes,  a  specific  provision  will  be  requisite 
in  the  public  assistance  law  or  preferably  in  appropriate  sections  of  the  general 
laws  of  the  State. 

Misuse  of  Public  Assistance  Lists  and  Records.— It  shall  be  unlawful,  except 
for  purposes  directly  connected  with  the  administration  of  general  assistance, 
old-age  assistance,  aid  to  the  blind,  or  aid  to  dependent  children,  and  in  accord- 
ance with  the  rules  and  regulations  of  the  State  department,  for  any  person  or 
persons  to  solicit,  disclose,  receive,  make  use  of,  or  to  authorize,  knowingly  per- 
mit, participate  in,  or  acquiesce  in  the  use  of,  any  list  of  or  names  of,  or  any 
information  concerning  persons  applying  for  or  receiving  such  assistance,  directly 
or  indirectly  derived  from  the  records,  papers,  files,  or  communications  of  the 
State  or  county  or  subdivisions  or  agencies  thereof,  or  acquired  in  the  course  of 
the  performance  of  official  duties. 

Although  the  Federal  requirement  regarding  the  confidential  character  of  lists 
and  records  applies  only  to  special  types  of  public  assistance,  it  is  recommended 
that  provisions  on  this  subject  in  State  laws  be  broad  enough  to  protect  other 
assistance  and  welfare  records  as  well. 

The  Chairman.  The  committee  will  meet  again  at  3  o'clock  in  this 
room.  We  will  adjourn  until  that  time. 

(Whereupon,  at  12 :35  p.m.,  the  hearing  was  adjourned,  to  recon- 
vene at  3  p.m.,  this  date.) 

AFTERNOON  SESSION 

The  Chairman.  We  are  listed  to  have  with  us  today  Mr.  Kobert 
Myers.  We  appreciate,  Mr.  Myers,  your  passing  your  turn  so  that 
Mr.  Weems  could  be  heard  and  then  be  on  his  way.  We  are  happy  to 
have  you  here  and  we  have  appreciated  your  good  advice  in  years 
gone  by  and  we  are  glad  to  have  your  statement  today. 

Senator  Curtis.  Mr.  Chairman,  I  know  we  are  running  behind  but 
I  will  just  be  a  very  few  seconds. 

I  want  the  record  to  show  my  very  high  regard  for  Mr.  Myers. 
Throughout  his  career  in  Government  I  found  him  not  only  a  good 
actuary  but  very  knowledgeable  of  the  social  security  law  in  all  its 
aspects ;  and  he  has  been  most  helpful  to  this  committee  and  the  Ways 
and  Means  Committee  over  the  years  and  I  am  so  delighted  that  he 
is  back  here  to  give  us  the  benefit  of  his  thinking. 

Mr.  Myers.  Thank  you  very  much,  Mr.  Chairman,  and  thank  you, 
Senator  Curtis. 
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Senator  Byrd.  Mr.  Chairman,  may  I  make  a  brief  statement  before 
Mr.  Myers  starts? 
The  Chairman.  Yes. 

Senator  Byrd.  Mr.  Chairman,  I  have  been  concerned  over  the  treat- 
ment the  committee  has  received  by — from  HEW  and  I  have  specific 
reference  to  the  fact  that  a  member  of  this  committee,  Senator  Eibi- 
coff,  sought  information  from  HEW  in  July,  6  months  ago,  and  that 
request  has  been  completely  ignored,  so  far  as  I  can  find  out.  The  in- 
formation has  not  been  submitted  and  so  far  as  I  can  determine  no 
effort  has  been  made  to  comply  with  that  request  by  a  committee 
member. 

It  seems  to  me  that  this  dramatizes  the  problem  faced  by  the  people 
all  over  the  United  States.  How  can  the  average  citizen  expect  to  get 
any  consideration  from  HEW  if  the  Senate  Finance  Committee  itself 
receives  no  consideration?  So  I  would  hope  that  HEW  would  be 
alerted  to  comply  with  requests  of  committee  members  and  if  they 
don't  comply  with  such  requests  I  would  hope  that  the  committee  at 
some  future  time  would  consider  taking  some  action. 

I  thank  the  chairman. 

The  Chairman.  Thank  you. 

STATEMENT  OF  ROBERT  J.  MYERS,  FORMER  CHIEF  ACTUARY, 
SOCIAL  SECURITY  ADMINISTRATION 

Mr.  Myers.  Mr.  Chairman  and  members  of  the  committee,  my  name 
is  Kobert  J.  Myers.  I  am  a  professor  of  actuarial  science  at  Temple 
University,  and  also  I  am  a  consultant  in  the  field  of  social  security 
to  a  number  of  national  organizations. 

Quite  naturally,  I  appear  here  today  in  my  personal  capacity,  and 
the  views  that  I  express  are  my  own  and  not  necessarily  those  of  any 
of  these  organizations. 

I  shall  discuss  only  the  social  security  and  medicare  provisions  of 
H.K.  1. 

The  bill  contains  many  benefit  liberalizations,  some  of  which  were 
included  in  last  year's  legislation  that  was  not  finally  enacted.  It  also 
includes  a  number  of  new  liberalizations. 

These  various  changes  are  each  in  themselves  of  considerable  merit 
and  of  an  appealing  nature.  Their  net  result,  however,  is  a  very  sig- 
nificant increase  in  the  cost  of  the  program  and  in  its  scope.  This  is 
evidenced  by  the  fact  that  the  ultimate  combined  employer- employee 
tax  rate  for  OASDI  and  hospital  insurance  together  will  be  as  much 
as  14.8  percent  of  payroll  on  a  $10,200  base  initially. 

The  latter  base  for  1972  is  somewhat  higher  than  would  be  statis- 
tically justified,  considering  the  various  bases  legislated  since  1950 
relative  to  the  covered  earnings  levels. 

More  specifically,  this  14.8  percent  contribution  rate  compares  with 
12.1  percent  under  present  law,  a  very  considerable  rise. 

I  believe  that,  desirably,  there  should  be  a  limit  on  the  level  of  taxa- 
tion going  to  support  the  social  security  and  medicare  programs.  If  this 
is  not  done,  and  if  the  tax  rates  are  continually  increased  to  support 
expansions  of  the  program,  there  will  be  decreasing  activity  in  the 
economic-security  field  by  the  private  sector.  Or,  in  other  words,  as 
Government  does  more  and  more  in  the  social  security  field,  people 
will  take  less  and  less  responsibility  for  themselves. 
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The  social  security  program  has  been  established  at  such  a  level  in 
the  past  that  it  has  been  a  floor  of  protection  upon  which  private-sector 
activities  can  build,  and  have  so  desirably  and  successfully  built.  I 
believe  that  this  is  exactly  what  the  social  security  program  should  do, 
but  I  am  afraid  that  the  pending  bill  moves  the  program  somewhat 
away  from  the  floor-of -protection  theory. 

In  1961,  when  Senator  Ribicoff  was  Secretary  of  Health,  Educa- 
tion, and  Welfare,  he  held  an  interesting  and  significant  colloquy  with 
the  then  chairman  of  this  committee,  the  late  Harry  F.  Byrd.  There 
was  complete  agreement  between  these  two  distinguished  and  knowl- 
edgeable individuals  that  the  absolute  maximum  tax  rate  under  the 
social  security  program — presumably  possibly  only  for  the  cash- 
benefits  portion — should  be  10  percent  for  the  employer  and  employee 
combined.  We  have  already  gone  somewhat  beyond  this  point  because 
the  corresponding  rate  in  present  law  is  10.3  percent.  The  pending  bill, 
however,  would  push  this  to  12.2  percent. 

For  the  reasons  discussed  previously,  I  believe  that  H.R.  1  would 
expand  the  cost  and  the  scope  of  the  social  security  and  medicare  pro- 
grams too  much,  to  the  detriment  of  private-sector  activities  in  the 
economic-security  field.  Although  the  various  benefit  changes  pro- 
posed are  generally  appealing  and  meritorious,  I  believe  that  many 
of  them  should  be  eliminated  on  cost  grounds. 

Mr.  Chairman,  in  my  prepared  testimony  I  then  go  into  considerable 
detail  on  a  number  of  technical  points.  To  summarize,  there  are  four 
important  points  there : 

One  is  that  I  think  there  is  a  very  serious  drafting  error  in  the  bill 
in  regard  to  the  determination  of  the  premium  rate  under  the  SMI 
or  part  B  portion  of  medicare. 

Second,  in  the  amendments  dealing  with  lifetime  reserve  days,  I  be- 
lieve that  a  much  more  desirable  change  could  be  made. 

Third,  with  regard  to  widow's  benefits,  H.R.  1  contains  provisions 
that  are  patterned  very  closely  after  what  this  committee  very  desira- 
bly did  in  the  legislation  last  year.  However,  I  think  there  is  still  one 
anomaly  that  will  put  people  in  a  very  difficult  position  and,  in  fact, 
probably  cause  Members  of  Congress  to  get  letters  of  complaint.  Very 
frequently,  a  widow  can  be  severely  penalized  because  her  husband 
made  the  unfortunate  mistake  of  filing  for  social  security  benefits,  in- 
stead of  not  filing. 

Finally,  there  is  a  provision  in  the  bill  with  regard  to  the  maximum 
family  benefits  that  I  was  very  pleased  to  see.  This  followed  the  sug- 
gestion that  I  made  to  this  committee  in  its  previous  hearings  and 
could  quite  well  solve  the  problem  except  for  one  thing.  Rather  sur- 
prisingly, the  maximum  family  benefit  is  relatively  smaller  for  low- 
earnings  families  than  for  high-earnings  families.  It  seems  to  me  that 
a  basic  principle  of  social  insurance  is  that  low-earnings  people  should 
receive  at  least  as  favorable  relative  payments  as  higher  income  peo- 
ple. I  go  into  considerable  detail  in  my  testimony  pointing  out  how  the 
low-earnings  people  are  not  treated  as  favorably  as  the  high-income 
people,  and  how  this  anomaly  and  inequity  can  be  resolved. 

Finally,  Mr.  Chairman,  I  would  like  to  discuss  briefly  the  actuarial 
methodology  for  the  cost  estimate  for  the  social  security  system. 

The  Advisory  Council  on  Social  Security  has  recommended  dras- 
tic changes  in  the  methodology  used  previously  and  as  is  used  to 
develop  the  financing  in  the  House-passed  bill.  Specifically,  the  Ad- 
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visory  Council  proposes  that  the  cost  estimates  should  be  based  on 
the  assumption  that,  in  line  with  the  automatic  adjustment  provisions 
in  the  bill,  earnings  levels  will  increase  each  year  indefinitely  into  the 
future.  Depending  upon  the  relative  assumption  as  to  increases  in 
wages,  and  increases  in  prices,  that  procedure  may  show  an  apparent 
what  I  would  call  actuarial  profit  which  can  be  used  to  finance  lib- 
eralizations of  the  program. 

It  is  my  understanding  from  newspaper  accounts  that  the  adminis- 
tration supports  this  approach. 

I  believe  that  this  is  not  a  prudent  course  of  action,  namely,  to  count 
on  profits  arising  from  future  economic  changes  over  a  long  future 
period  before  such  changes  occur. 

On  the  other  hand,  under  currently  used  actuarial  techniques,  the 
procedure  has  been  to  utilize  such  actuarial  gains  only  after  they 
have  materialized.  If  rising  earnings  assumptions  are  considered  de- 
sirable in  connection  with  the  automatic  adjustment  provisions,  I  be- 
lieve that  they  should  be  limited  to  only  the  next  5  years,  with  constant 
wage  levels  assumed  thereafter. 

Moreover,  the  proposed  method  of  procedure  of  counting  on  in- 
creases in  the  wage  level  indefinitely  into  the  future  is  extremely  sensi- 
tive to  the  assumption  made.  If  it  is  assumed  that  wages  increase  at 
twice  the  increase  in  prices,  a  sizable  actuarial  profit  is  shown;  but 
if  this  ratio  is  only  1%  to  1,  such  a  profit  vanishes.  It  may  be  noted 
that  in  recent  years  the  ratio  has  been  much  lower,  about  1^4  to  1. 

It  is  most  important  to  note  that  the  question  of  the  financing  method 
is  entirely  separable  from  that  of  the  actuarial  methodology ;  in  other 
words,  the  current  cost  method  proposed  by  the  Advisory  Council,  and 
with  which  I  thoroughly  agree,  can  just  as  readily  be  followed  under 
the  current  actuarial  methodology  as  under  the  changed  actuarial 
methodology  proposed  by  the  Advisory  Council.  Thus,  if  H.E.  1  as 
passed  by  the  House  were  to  be  enacted,  I  believe  that  the  future  tax 
schedule  could  be  spread  out  more;  and  in  my  prepared  testimony  I 
have  indicated  a  schedule  that  would  finance  the  provisions  of  H.R.  1 
in  as  adequate  a  manner  as  the  tax  schedule  therein,  but  spreading  the 
tax  schedule  out  more  in  the  future  so  that,  for  example,  in  1975-76 
the  rate  for  OASDI  would  not  have  to  be  increased  as  high  as  12.4 
percent,  but  rather  a  lower  rate  such  as  11.6  percent  would  be  sufficient. 

This  proposed  schedule  would  result  in  the  accumulation  of  much 
smaller  trust  f mid  balances,  along  the  line  of  the  current  cost  recom- 
mendations of  the  Advisory  Council. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you  very  much,  Mr.  Myers. 

I  would  like  to  have  placed  in  the  record  at  the  close  of  your  testi- 
mony the  article  you  wrote  as  to  the  difference  between  the  expansion- 
ist philosophy  and  the  moderate  philosophy  over  in  the  department 
when  you  were  there,  because  I  think  it  helps  to  point  up  what  the  two 
theories  are,  and  as  between  those  who  think  that  social  security  should 
provide  a  bare  minimum  with  people  providing  on  their  own  such 
additional  coverage  as  they  think  they  ought  to  have  for  security,  and 
those  who  feel  that  the  Government  program  ought  to  provide  for 
everything.  And  if  you  have  a  copy  of  it — I  believe  our  staff  has  a  copy 
°f  it— I  think  it  might  be  well,  after  the  interrogation  of  the  witness 
it  ought  to  appear.1 


1  See  p.  874. 
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In  your  statement  you  expressed  your  views  on  the  method  of 
financing  social  security  benefits  recommended  by  the  Social  Security 
Advisory  Council.  Other  substantial  changes  in  social  security  financ- 
ing have  been  proposed  in  recent  years — I  am  thinking  particularly 
of  the  bill,  S.  2656,  introduced  by  Senators  Muskie  and  Mondale  a  few 
months  back.  I  would  appreciate  it  if  you  would  comment  on  this  bill 
and  any  other  major  changes  in  financing  that  had  been  proposed. 

Mr.  Myers.  In  answering  this  question,  I  shall  first  describe  the 
proposal  contained  in  S.  2656,  introduced  by  Senators  Muskie  and 
Mondale  (and  as  described  by  Senator  Muskie  in  the  Congressional 
Record  for  October  5,  1971),  and  I  shall  then  discuss  whether  the  bill 
provides  the  proper  financing.  Finally,  I  will  give  my  views  on  the 
basic  principles  involved  in  this  proposal. 

Under  S.  2656,  the  maximum  taxable  earnings  base  under  social 
security  would  be  eliminated  for  both  employer  and  worker  taxes.  In 
addition,  workers  (both  employees  and  self-employed  persons)  would 
have  exemptions  so  that  they  would  not  pay  social  security  taxes  on 
certain  specified  amounts  of  their  earned  incomes — namely,  in  essence, 
a  flat  $1,000  per  year  per  family,  plus  $750  per  year  per  person  in  the 
family. 

Furthermore,  the  tax  rates  for  1972-74  would  be  adjusted  so  that, 
as  a  result  of  removing  the  maximum  taxable  earnings  base  and  of 
providing  certain  exemptions  for  workers,  the  total  taxes — separate- 
ly for  all  employers  combined  and  for  all  workers  combined — would 
be  the  same  as  under  H.R.  1.  The  resulting  tax  rates  under  the  bill 
for  OASDI  and  HI  combined  are  5.2  percent  for  workers  and  4.5 
percent  for  employers  (the  explanation  of  the  bill  in  the  Congres- 
sional Record  incorrectly  states  that  the  self-employed  would  con- 
tinue to  pay  the  present  7.5  percent  rate) . 

In  addition,  increases  in  the  cash-benefits  table  would  be  provided 
for  workers  earning  over  $10,000  per  year,  but  the  same  benefit  would 
be  provided  for  all  workers  earning  over  $20,000  a  year.  Such  benefit 
increases  in  the  $10,000  to  $20,000  band  would  be  relatively  nominal. 

Finally,  the  bill  provides,  in  general  terms,  that  tax  rates  for  1975 
and  after  would  be  determined  (with  a  general  structure  parallel  to 
that  used  in  developing  the  1972-74  rates) ,  so  as  to  produce  results  that 
will  follow  the  current-cost  financing  method. 

I  have  made  calculations  to  check  the  adequacy  of  the  tax  rates 
prescribed  in  S.  2656  for  1972-74.  The  prescribed  4.5-percent  rate  for 
employers  on  the  entire  payroll  will  produce  about  the  same  tax  in- 
come as  the  5.4-percent  rate  on  a  $10,200  base  contained  in  H.R.  1.  On 
the  other  hand,  the  5.2-percent  tax  rate  on  employees  and  self-em- 
ployed persons  under  S.  2656  will  not  produce  as  much  tax  income  as 
the  tax  rates  of  5.4  percent  on  employees  and  7.5  percent  on  self- 
employed  persons  contained  in  H.R.  1.  Instead,  such  5.2-percent  rate 
in  S.  2656  should  be  about  6  percent  to  produce  the  equivalent  financ- 
ing to  that  contained  in  H.R.  1. 

Next,  considering  the  general  basis  of  the  financing  provisions  of 
S.  2656,  it  should  be  noted  that,  on  the  surface,  this  bill  seems  to  be  pro- 
ducing a  political  miracle ;  namely,  insofar  as  workers  are  concerned, 
by  reducing  the  social  security  taxes  for  63  million  workers  and  in- 
creasing them  for  only  8  million  workers,  while  at  the  same  time  pro- 
ducing the  same  amount  of  total  tax  revenue.  According  to  my  cal- 
culations, this  result  would  not  be  achieved  if  there  is  to  be  an  equiv- 
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alent  amount  of  tax  revenues  raised,  because  of  the  inadequacy  of  the 
income  from  taxes  on  workers,  as  I  have  indicated  above. 

In  any  event,  however,  even  if  an  adequate  tax  rate  is  used,  the  pro- 
posal would  result  in  far  more  workers  paying  lower  taxes  than  those 
paying  higher  taxes,  but  this  does  raise  a  question  as  to  the  equities 
involved.  In  fact,  for  the  highest-income  workers,  such  as  those  earn- 
ing over  $20,000  a  year,  the  taxes  beyond  this  point  produce  no  addi- 
tional benefits  and  impose  what  is  an  additional  gross  income  tax  of 
about  5  percent,  which  may  produce  an  excessive  tax  burden  that  will 
discourage  income-producing  efforts,  and  which  is  contrary  to  the 
action  that  the  Congress  has  taken  in  recent  years  to  avoid  such  results. 

In  my  opinion,  the  general  basis  of  the  Muskie-Mondale  proposal  is 
not  desirable,  since  it  tends  to  destroy  the  basic  underlying  principle  of 
a  contributory  earnings-related  social  insurance  system  providing 
benefits  as  a  statutory  right.  Many  people  will  get  benefit  protection 
without  paying  contributions,  and  they  will  thereby  have  much  less  of 
a  feeling  that  the  benefits  are  theirs  as  an  "earned  right."  Conversely, 
many  persons  at  the  middle  and  higher  income  levels  will  receive  bene- 
fit protection  worth  far  less  than  their  contributions.  A  social  insur- 
ance program  need  not — in  fact,  should  not — provide  benefit  protec- 
tion exactly  equal  to  the  contributions  paid  in  each  case,  but  it  should 
not  have  no  such  correspondence  or  relationship  involved. 

The  argument  made  in  favor  of  the  Muskie-Mondale  proposal  is  that 
the  present  tax  basis  for  social  security  is  regressive,  and  therefore 
inequitable.  In  my  opinion,  this  is  not  so,  because  those  who  argue  in 
this  manner  fail  to  look  at  both  sides  of  the  matter — the  benefits  as 
well  as  the  taxes.  Since  the  benefit  formula  is  heavily  weighted  in  favor 
of  those  with  low  income,  the  combination  of  taxes  imposed  and  benefit 
protection  provided  is  definitely  progressive  as  we  move  up  the  earn- 
ings scale  to  the  maximum  taxable  earnings  base.  For  those  above  this 
base,  the  tax  becomes  a  smaller  and  smaller  proportion  of  total  income, 
but  so  equally  do  the  benefits.  In  other  words,  the  highest-income  per- 
sons are  treated  exactly  the  same  in  absolute  dollar  terms  as  are  those 
at  the  base — and  much  less  favorably  than  lower-income  persons.  Cer- 
tainly, this  is  equitable  in  a  social  insurance  program. 

I  see  no  reason  why  lower-income  persons  should  receive  special  tax 
treatment  directly  within  a  social  insurance  program,  any  more  than 
they  should  pay  lower  prices  than  other  persons  when  purchasing  gro- 
ceries in  a  store.  Social  insurance  should  be  considered  in  the  same  light 
as  all  other  goods  and  services  that  people  buy,  and  the  same  relative 
rates  should  be  charged  to  all.  If  the  incomes  of  the  lowest-paid  workers 
need  to  be  supplemented,  this  should  be  done  by  a  separate  program  and 
not  by  bargain  rates  on  only  one  item  of  their  normal  living 
expenditures. 

The  Chairman.  Also  in  your  statement  you  show  a  table  of  recom- 
mended combined  tax  rate  schedules.  Do  you  have  any  available  mate- 
rial showing  how  the  trust- fund  balance  would  accumulate  under  these 
suggested  rates  ? 

Mr.  Myers.  I'll  supply  a  table  giving  the  results  of  my  computations 
of  the  progress  of  the  combined  old-age  and  survivors  insurance  trust 
fund  and  disability  insurance  trust  fund  under  the  contribution  sched- 
ule which  I  proposed.  The  actual  schedule  for  the  OASDI  tax  rate  for 
the  employer  and  the  employee  combined  is  shown  in  footnote  b  of  the 
table.  The  progress  of  the  hospital  insurance  trust  fund  is  not  shown, 
since  it  would  be  virtually  the  same  as  shown  in  the  House  report  on 
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H.R.  1,  because  the  tax  schedule  which  I  recommend  for  that  part  of  the 
program  would  be  the  same  as  in  H.R.  1,  except  for  the  slight  difference 
that  in  1977  my  schedule  would  have  a  combined  2.4  percent  employer- 
employee  rate  (instead  of  2.6  percent,  all  other  years  being  the  same. 

As  can  be  seen  from  this  table,  my  proposed  tax  schedule  would  result 
in  significantly  lower  trust-fund  balances  accumulating.  For  example, 
at  the  end  of  1980,  such  balance  would  be  about  $82  billion  under  my 
proposed  schedule,  as  against  $164  billion,  or  twice  as  much  under  the 
schedule  in  H.R.  1. 

Or  to  look  at  the  situation  in  another  manner — and,  in  fact,  the  more 
appropriate  way — under  my  proposed  schedule,  the  trust  fund  would 
represent  about  1.2  years  disbursements  in  1980  after  having  risen 
slowly  from  a  ratio  of  about  1  in  1972-74.  This  situation  reasonably 
closely  parallels  the  financing  recommendation  of  the  Advisory  Coun- 
cil, which  I  stronglv  support  and  which  I  have  believed  in  for  a  number 
of  years.  On  the  other  hand,  the  schedule  in  H.R.  1  produces  excessive 
growth  of  the  trust-fund  balance,  according  to  the  current-cost  financ- 
ing basis;  the  trust-fund  balance  in  1980  represents  as  much  as  2.4 
years  outgo. 

(The  table  referred  to  follows :) 

ESTIMATED  PROGRESS  OF  OASI  TRUST  FUND  AND  Dl  TRUST  FUND  COMBINED  UNDER  H.R.  1  AS  PASSED  BY  HOUSE 
USING  TAX  SCHEDULE  IN  H.R.  1  AND  ALTERNATIVE  TAX  SCHEDULE  PROPOSED  BY  ROBERT  J.  MYERS,  1972-80 

[In  billionsj 


Railroad 

Adminis-    financial  Fund  at 

Contri-     Interest      Benefit      trative       inter-  end  of  Fund 

Calendar  year                           butions     on  fund  payments  expenses      change  year        ratio  i 


Based  on  tax  schedule  in  H.R.  1: 


1972 

$43.3 

$2.2 

$41.3 

$0.8 

$0.7 

$44.1 

0.  97 

1973 

46.6 

2.4 

44.5 

.9 

.8 

47.0 

.97 

1974 

49.8 

2.7 

47.8 

-  .9 

.9 

50.0 

.98 

1975 

61.6 

3.1 

50.1 

.9 

.9 

62.7 

1.17 

1976 

62.2 

3.5 

52.6 

1.0 

.9 

73.9 

1.31 

1977 

76.6 

4.4 

55.2 

1.0 

.9 

97.8 

1.65 

1978 

77.4 

5.6 

58.0 

1.1 

.9 

120.8 

1.95 

1979 

78.2 

6.7 

60.9 

1.1 

.9 

142.8 

2. 19 

1980 

79.0 

7.8 

63.9 

1.2 

.9 

163.6 

2. 40 

Based  on 

tax  schedule  proposed  by 

Robert  J. 

Myers:  2 

1975 

56.7 

2.8 

50.1 

.9 

.9 

57.6 

1.07 

1976 

57.2 

3.1 

52.6 

1.0 

.9 

63.4 

1.13 

1977 

57.8 

3.3 

55.2 

1.0 

.9 

67.4 

1.14 

1978 

63.5 

3.6 

58.0 

1.1 

.9 

74.5 

1.20 

1979 

64.1 

3.9 

60.9 

1.1 

.9 

79.6 

1.22 

1980 

64.5 

4.1 

63.9 

1.2 

.9 

82.2 

1.20 

1  Ratio  of  fund  at  end  of  year  to  outgo  for  benefit  payments  and  administrative  expenses  for  next  year. 

2  Figures  for  1972-74  same  as  in  above  data  for  tax  schedule  in  H.R.  1.  These  tax  schedules  for  the  combined  employer- 
employee  OASDI  rate  are  as  follows: 

Percent  of— 


H.R.  lsched-       RJM  sched- 

Calendar  years  ule  ule 

1972-74     8.4  8.4 

1975-76   10. 0  9.2 

1977     12.2  9.2 

1978-80    12.2  10.0 

1981-83   12.2  11.0 

1984-86   12. 2  12. 0 

1987  and  after   -  12.2  12.8 


(1)  Data  for  tax  schedule  in  H.R.  1:  for  1972-75,  from  House  report  on  H.R.  1  (p.  132,  H.  Rept.  No.  92-231);  for  1976-80 
estimated  by  Robert  J.  Myers,  using  assumption  that  the  cost  of  living  and  the  general  earnings  level  do  not  increase 
after  1975. 

(2)  Data  for  tax  schedule  proposed  by  Robert  J.  Myers  is  estimated  from  data  derived  in  item  (1). 
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The  Chairman.  Are  there  many  people  left  in  the  Department  in 
a  position  of  responsibility  who  share  your  moderate  views,  Mr. 
Myers? 

Mr.  Myers.  I  think  there  are  a  number  of  people  there  that  do,  but 
I  would  say  that  the  people  at  the  top  in  the  Social  Security  Adminis- 
tration still  hold  what  I  would  call  the  expansionist  theory. 

The  Chairman.  Senator  Curtis  ? 

Senator  Curtis.  Mr.  Myers,  on  page  3,  in  talking  about  the  costs 
you  refer  to  the  fact  that  the  Government  contribution  is  not  deter- 
mined on  an  incurred  basis,  as  it  properly  should  be  and  is  done  under 
present  law,  but  rather  on  a  cash  basis  which  produces  inequitable 
results. 

Would  you  just  elaborate  a  little  bit  so  some  of  us  nonactuaries  get 
the  picture  a  little  bit  ? 

Mr.  Myers.  Yes,  Senator  Curtis,  I  would  be  glad  to  do  that. 

This  is  in  regard  to  the  drafting  language  in  the  bill  about  the 
method  of  determining  the  premium  rate  for  part  B  under  the  new 
method  that  has  been  suggested  by  the  

Senator  Curtis.  Part  B  is  what?  The  beneficiary  would  have  to 
pay  it? 

Mr.  Myers.  Part  B  relates  primarily  to  physician  fees. 

Senator  Curtis.  Yes ;  and  that  is  what  the  beneficiaries  have  to  pay 
a  monthly  fee  on  ? 

Mr.  Myers.  Yes ;  they  pay  a  monthly  premium  that  is  now  $5.60  a 
month  and  will  be  up  to  $5.80  a  month  next  July. 

Senator  Curtis.  Yes. 

Mr.  Myers.  This  is  a  rather  technical  point  in  determining  how 
much  the  Government  should  pay  to  match  the  premiums  of  the  bene- 
ficiaries. The  entire  concept  of  determining  premiums  under  part  B 
is  to  do  it  on  an  incurred  cost  or  on  an  accrual  basis,  not  as  to  when  the 
benefits  are  paid,  but  when  the  services  were  rendered.  It  seems  to  me 
that  the  only  proper  procedure  is  that,  when  the  Government  matches 
these  contributions,  it  should  do  it  on  an  incurred  cost  basis,  just  as  the 
premium  rate  itself  is  determined  that  way. 

Senator  Curtis.  What  would  be  the  practical  result  of  this? 

Mr.  Myers.  The  practical  result  of  the  provision  as  it  is  now  written, 
which  I  wouldn't  say  is  a  world  shaking  or  devastating  effect,  is  that 
the  matching  money  coming  in  from  the  Government  would  not  be 
quite  as  large  as  it  would  otherwise  be.  In  other  words,  I  think  the 
fund  would  not  be  treated  equitably  by  the  Government  in  this 
financing,  in  the  so-called  matching-financing  provision. 

Senator  Curtis.  If  this  change  were  made  ? 

Mr.  Myers.  The  way  the  bill  is,  as  drafted  now. 

Senator  Curtis.  The  fund  would  not  be  treated  

Mr.  Myers.  The  fund  would  not  be  treated  properly  as  it  is  drafted 
now.  Of  course,  one  of  my  concerns,  and  always  one  of  my  concerns  in 
the  past,  is  that  the  social  security  trust  funds  should  be  treated  fairly 
and  equitably  by  the  Government  in  its  dealings  with  them. 

Senator  Curtis.  I  know  that  you  state  that  you  would  be  glad  to 
assist  the  staff  in  any  drafting  amendments.  I  can't  speak  for  them  but 
I  know  they  would  welcome  it. 

Now,  you  referred  to  a  tax  rate  which  you  have  submitted  here.  That 
is  based  on  the  assumption — those  rates  are  arrived  at  on  the  assump- 
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tion  that  the  increases  in  the  bill  as  it  passed  the  House  would  become 
the  law  ? 

Mr.  Myers.  Yes,  that  is  correct,  Senator. 

Senator  Curtis.  Yes ;  even  though  you  personally  have  reservations 
about  the  enactment  of  the  total  package,  what  you  have  worked  out 
is  for  the  bill  as  the  House  passed  it  and  not  for  any  other  proposal 
that  you  have  made  ? 

Mr.  Myers.  Yes,  that  is  correct,  Senator.  I  said  that,  if  you  expand 
the  program  this  much,  which  I  think  is  going  too  far,  then  you  ought 
to  finance  it  by  a  more  pay-as-you-go  tax  schedule  that  defers  the  tax 
increases  more  out  into  the  future,  rather  than  starting  them  in  the 
very  immediate  future  and  building  up  very  large  f imds. 

Senator  Curtis.  It  has  always  been  contended,  with  considerable 
merit,  that  in  the  OASDI  everyone  had  a  participation  and  that  they 
were  making  their  contribution  and  it  added  dignity  for  the  recipient, 
because  the  social  security  payroll  tax  has  paid  the  whole  bill. 

Mr.  Myers.  That  is  correct,  and  it  is  very  important. 

Senator  Curtis.  Yes.  I  think  that  what  you  point  out  about  an 
expansionist  program  getting  so  high  that  it  endangers  the  whole 
program  is  worth  considering  because  already  the  social  security  tax 
has  gotten  so  high  that  people  are  asking  for  relief  from  it.  Sugges- 
tions are  being  made  that  perhaps  part  of  the  costs  should  be  borne 
by  the  general  treasury  or  that  certain  classes  of  people  have  their 
social  security  tax  returned  to  them. 

Do  you  regard  those  as  sort  of  danger  signals  that  we  may  have  the 
social  security  tax  near  a  maximum  ? 

Mr.  Myers.  Yes,  Senator,  these  are  certainly  indications  that  we  are 
very  close  to  that  point  . 

Senator  Curtis.  Do  you  think  the  fact  that  the  social  security  pro- 
gram, and,  again,  I  am  referring  to  title  II,  has  been  supported  by  a 
payroll  tax  borne  one-half  by  the  employees,  that  in  addition  to  that, 
giving  the  recipient  a  sense  of  participation,  a  sense  of  paying  some- 
thing which  results  in  a  feeling  of  dignity  and  self-respect,  that  that 
system  also  has  served  in  the  past  as  a  reasonable  restraint  against 
benefits  that  might  be  attractive  but  cost  a  lot  of  money  ? 

Mr.  Myers.  Yes,  I  think  you  have  expressed  that  very  well,  Senator 
Curtis.  That  has  been  really  the  great  strength  of  the  program,  and 
I  think  that  is  the  reason  it  has  such  wide  acceptance  and  support 
among  the  American  public. 

Senator  Curtis.  Once  we  deviate  from  half  of  it,  so  far  as  the  em- 
ployed group  are  concerned  being  paid  by  the  employees  we  take  a 
chance  on  losing  both  the  restraint  as  well  as  the  concept  of  the  bene- 
fit ;  isn't  that  right  ? 

Mr.  Myers.  Yes ;  I  think  so.  People  will  have  less  of  a  feeling  that 
this  is  something  that  they  and  their  employer  have  done  for  them- 
selves and  that  it  is  not  a  gift  or  dole  from  the  Government.  So  I  think 
there  is  a  real  danger  in  departing  from  the  principle  that  has  been 
followed  for  the  over  30  years  of  existence  of  the  social  security  sys- 
tem. 

Senator  Curtis.  Thank  you. 

The  Chairman.  Any  further  questions  ? 

Senator  Fannin.  Yes,  Mr.  Chairman. 

Mr.  Myers,  you  make,  I  think,  a  very  profound  statement  here  re- 
garding the  actuarial  methodology  for  the  cost  estimate  for  the  social 
security  system  and  when  you  talk  about  actuarial  profit  on  page  8  and 
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about  the  financing  and  utilization  of  the  program,  we  hear  continu- 
ously about  what  we  can  do  because  of  this  surplus  or  the  amount  of 
money  that  is  going  to  be  available  and  in  the  future,  speaking  from 
an  actuarial  standpoint. 

Now,  I  am  vitally  concerned  because  I  don't  think  we  can  depend 
upon  these  increases  in  the  future  from  the  competitive  standpoint 
when  we  realize,  for  instance,  that  in  Japan,  a  highly  competitive  coun- 
try to  ours,  our  wage  rates  are  about  400  percent  over  theirs ;  and  when 
we  also  consider  that  when  we  revalued  the  yen  and  devalued  the  dol- 
lar, on  only  a  17  percent  turnaround,  do  you  think  it  is  safe  to  use 
a  formula  or  to  base  our  actuarial  profit  on  these  increases? 

Mr.  Myers.  No,  Senator,  I  certainly  agree  with  you.  I  think  it  would 
be  most  imprudent  to,  in  a  sense,  use  expected  gains  in  the  future  for 
benefits  today.  I  think  it  is  only  proper  to  look  at  the  situation  today 
to  see  if  any  actuarial  profits  have  developed  in  the  system  from  its 
past  experience  and  then  utilize  them.  This  is  what  the  Congress  has 
always  done  in  the  past,  and  I  think  very  properly  so. 

Senator  Fannin.  Don't  you  think  we  are  facing  a  different  situa- 
tion than  before  with  the  tremendous  imports  into  this  country,  our 
drop  in  exports,  that  there  will  be  a  greater  tendency  to  recognize,  I 
hope,  the  position  that  we  are  facing  and  that  we  will  not  jump  to  con- 
clusions that  we  are  going  to  be  able  to  continue  these  increases?  In 
fact,  I  think  perhaps  we  will  level  out  and  in  some  instances  we  may 
see  a  drop.  I  know  they  don't  consider  it  possible  but  if  we  look  at 
it  from  a  competitive  standpoint,  I  don't  see  how  we  can  reach  any 
other  conclusion. 

Mr.  Myers.  Yes,  Senator,  there  are  other  important  factors  too,  such 
as  ecology.  If  we  spend  more  and  more  money  to  have  a  cleaner  en- 
vironment, and  we  quite  properly  should,  this  is  really  going  to  be  a 
decreasing  factor  insofar  as  productivity  is  concerned  and  that,  too, 
can  have  an  effect  on  the  future  course  of  wages.  So  it  seems  to  me 
most  imprudent  to  project  future  gains  from  something  that  may  or 
may  not  eventuate. 

Senator  Fannin.  Because  all  of  those  costs  enter  into  the  unit  costs 
of  a  particular  product  and  so  when  Ave  are  talking  about  what  can 
be  done  we  must  take  all  factors  into  consideration. 

Mr.  Myers.  Yes,  Senator,  that  is  absolutely  correct. 

Senator  Fannin.  Well,  thank  you  very  much,  sir. 

The  Chairman.  Thank  you  very  much. 

Senator  Byrd  ? 

Senator  Byrd.  Thank  you,  Mr.  Chairman. 
J ust  two  brief  questions,  Mr.  Myers. 

You  mentioned  that  in  1961  that  we  generally  agreed  that  the  ab- 
solute maximum  tax  under  social  security  should  be  10  percent.  Look- 
ing at  it  from  the  point  of  view  of  1972,  what  would  you  regard  as 
the  maximum  limit  ? 

Mr.  Myers.  Senator,  I  think  your  very  distinguished  father  really 
had  a  very  clear  concept  of  this,  and  it  wasn't  just  a  concept  that  was 
applicable  only  then.  This  is  one  concept  that  is  ongoing ;  it  is  a  thing 
that  does  not  change. 

I  wouldn't  say  that  10  percent  was  the  absolute  limit.  If  you  go 
to  10.1  or  10.2  or  10.3  percent,  this  is  not  going  to  produce  disaster. 
But  it  certainly  seems  to  me  that,  as  soon  as  you  get  up  around  the 
10  percent  level,  you  should  move  with  extreme  caution  in  going  beyond 
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it,  as  H.R.  1  does.  You  should  be  certain  that,  if  you  go  beyond  this 
limit,  there  are  very  good  reasons  for  doing  it  and  that  it  was  ab- 
solutely necessary  to  do  so  and  that  it  wasn't  just  you  were  doing  it 
because  these  benefits  seemed  attractive.  Just  as  when  a  person  goes 
to  a  store,  if  he  is  prudent,  he  buys  what  he  can  afford,  not  what  he 
wants. 

Senator  Byrd.  So  the  10  percent  maximum  limit,  you  feel,  is  almost 
as  applicable  today  as  it  was  11  years  ago  ? 
Mr.  Myers.  Yes,  Senator  Byrd,  I  do. 

Senator  Byrd.  Just  one  other  question:  How  sound,  actuarially,  is 
the  social  security  fund  ? 

Mr.  Myers.  At  the  present  time,  it  is  in  very  sound  shape ;  that  is, 
insofar  as  the  cash  benefits  part  of  the  program.  The  hospital  insurance 
portion  of  the  program,  as  H.R.  1  recognizes,  and  as  the  executive 
branch  has  recognized,  is  in  some  financial  difficulty.  There  will  have 
to  be  higher  tax  rates  legislated  for  it  even  if  nothing  else  were  done, 
because  of  the  extremely  rapid  rise  in  hospital  rates  that  there  was  in 
the  past  3  or  4  years,  much  more  than  anybody  had  anticipated. 

But  as  far  as  the  major  program,  the  cash  benefits  one,  it  is  in 
very  good  actuarial  shape  under  what  I  would  call  very  reasonable 
assumptions  and  methodology. 

The  bill — H.E.  1 — as  the  House  passed  it,  and  as  both  the  House 
and  the  Senate  have  always  done,  is  soundly  financed,  but  the  question 
is  "even  though  it  may  be  soundly  financed,  how  high  a  level  of  taxa- 
tion do  you  want  to  have  in  this  country  going  into  governmental  pro- 
grams and  what  effect  may  they  have  on  private  programs." 

Senator  Byrd.  Thank  you,  sir. 

Mr.  Myers.  Thank  you. 

Senator  Byrd.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you  very  much,  Mr.  Myers. 

Mr.  Myers.  Thank  you.  It  is  always  a  pleasure  to  appear  before 
this  committee,  Mr.  Chairman. 

(Mr.  Myers'  prepared  statement,  a  paper  of  Mr.  Myers  referred  to 
by  the  chairman,  and  a  subsequent  letter  with  attachment  of  Mr. 
Myers  to  the  chairman,  follows.  Hearing  continues  on  page  887.) 

Statement  of  Robert  J.  Myers 

SUMMARY 

This  testimony  relates  only  to  the  Social  Security  and  Medicare  provisions 
of  H.R.  1.  The  principal  point  made  is  that,  although  many  of  the  proposed 
changes  are  both  appealing  and  meritorious,  there  is  considerable  question  of  the 
desirability  of  the  entire  package,  because  of  the  heavy  cost  involved  and  the 
resulting  high  tax  burdens.  The  latter  would  reach  an  ultimate  combined  em- 
ployer-employee tax  rate  of  as  much  as  14.8%  of  payroll  by  1977,  on  a  $10,200 
base  initially. 

The  other  major  point  concerns  the  financing  recommendations  of  the  Ad- 
visory Council  on  Social  Security,  which  I  believe  the  Administration  is  sup- 
porting. I  am  in  complete  agreement  with  the  proposal  to  move  more  closely  to 
current-cost  financing,  and  I  am  submitting  a  tax  schedule  on  this  basis  different 
from  that  contained  in  H.R.  1  (assuming  that  its  benefit  provisions  would  be 
enacted  as  in  the  House-passed  bill).  On  the  other  hand,  I  strongly  disagree  with 
the  changed  actuarial  methodology,  largely  on  the  grounds  that  it  is  not  prudent 
now  to  count  on  profits  arising  from  further  economic  changes  over  a  long  future 
period,  before  such  changes  occur. 

Finally,  several  technical  comments  on  the  bill  are  made,  such  as  where  the 
drafting  language  used  is  defective,  where  simplification  could  be  made  without 
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significantly  increased  cost,  or  where  inequitable  situations  are  produced  that 
could  be  eliminated  without  significantly  higher  cost. 

STATEMENT 

Mr.  Chairman  and  members  of  the  committee :  My  name  is  Robert  J.  Myers. 
I  am  Professor  of  Actuarial  Science  at  Temple  University  and  also  a  consultant 
in  the  field  of  Social  Security  to  a  number  of  national  organizations.  I  am,  of 
course,  appearing  here  today  only  on  my  own  behalf,  and  my  views  do  not  neces- 
sarily reflect  those  of  these  organizations. 

I  shall  discuss  only  the  Social  Security  and  Medicare  provisions  of  H.R.  1.  This 
bill  contains  many  benefit  liberalizations,  some  of  which  were  included  in  last 
year's  legislation  that  was  not  finally  enacted  (H.R.  17550).  It  also  includes  sev- 
eral new  liberalizations. 

These  various  changes  are,  each  of  themselves,  of  considerable  merit  and  are 
of  an  appealing  nature.  Their  net  result,  however,  is  a  very  significant  increase 
in  the  cost  of  the  program  and  in  its  scope.  This  is  evidenced  by  the  fact  that  the 
ultimate  combined  employer-employee  tax  rate  for  OASDI  and  Hospital  Insur- 
ance together  is  as  much  as  14.8  percent  of  payroll,  on  a  $10,200  base  initially. 
The  latter  base  for  1972  is  somewhat  higher  than  would  be  statistically  justified, 
considering  the  various  bases  legislated  since  1950  relative  to  covered  earnings 
levels. 

More  specifically,  this  14.8  per  cent  ultimate  rate  compares  with  12.1  per  cent 
under  present  law — a  very  considerable  rise.  I  believe  that,  desirably,  there 
should  be  a  limit  on  the  level  of  taxation  going  to  support  the  Social  Security  and 
Medicare  programs.  If  this  is  not  done  and  if  the  tax  rates  are  continually 
increased  to  support  expansions  of  the  program,  there  will  be  decreasing  activity 
in  the  economic-security  field  by  the  private  sector.  Or,  in  other  words,  as  Govern- 
ment does  more  and  more  in  the  Social  Security  field,  people  will  take  less  and 
less  responsibility  for  themselves. 

The  Social  Security  program  has  been  established  at  such  a  level  in  the  past 
that  it  has  been  a  floor  of  protection  upon  which  private-sector  activities  can 
build,  and  have  so  desirably  and  successfully  built.  I  believe  that  this  is  exactly 
what  the  Social  Security  program  should  do,  but  I  am  afraid  that  the  pending 
bill  moves  the  program  somewhat  away  from  the  floor-of-protection  theory. 

In  1961,  when  Senator  Ribicoff  was  Secretary  of  Health,  Education,  and  Wel- 
fare, he  held  an  interesting  and  significant  colloquy  with  then-Chairman  of  this 
committee,  the  late  Harry  F.  Byrd  (pages  77-78,  Hearings  on  Social  Security 
Benefits  and  Eligibility,  H.R.  6027,  May  25-26,  1961).  There  was  complete  agree- 
ment between  these  two  distinguished  and  knowledgable  individuals  that  the 
absolute  maximum  tax  rate  under  the  Social  Security  program — presumably 
possibly  only  for  the  cash-benefits  portion — should  be  10  per  cent  for  the  employer 
and  employee  combined.  We  have  already  gone  somewhat  beyond  this  point, 
because  the  corresponding  rate  in  present  law  is  10.3  per  cent.  The  pending  bill, 
however,  would  push  this  to  12.2  per  cent. 

For  the  reasons  discussed  previously,  I  believe  that  H.R.  1  would  expand 
the  cost  and  the  scope  of  the  Social  Security  and  Medicare  programs  too  much, 
to  the  detriment  of  private-sector  activities  in  the  economic-security  field.  Al- 
though the  various  benefit  changes  proposed  are  generally  appealing  and  meri- 
torious, I  believe  that  many  of  them  should  be  eliminated  on  cost  grounds. 

Before  closing,  I  would  like  to  make  several  technical  comments  on  the  bill. 
Section  203  revises  the  method  of  determining  the  premium  amount  for  en- 
rollees  under  the  Supplementary  Medical  Insurance  program  (Part  B).  I  agree 
that  the  proposed  changed  procedure  is  desirable,  but  the  drafting  language 
used  is  defective  in  a  number  of  instances.  Specifically,  for  one  thing,  the 
Government  contribution  is  not  determined  on  an  incurred  basis — as  it  prop- 
erly should  be  and  as  is  done  under  present  law — but  rather  on  a  cash  basis, 
which  produces  inequitable  results.  If  you  desire,  I  shall  be  glad  to  furnish 
your  staff  with  drafting  language  which  will  correct  this  situation. 

The  bill  would  increase  the  number  of  lifetime-reserve  days  under  the  Hos- 
pital Insurance  program.  I  recommend  that,  instead  of  doing  this,  the  con- 
cept of  lifetime-reserve  days  should  be  eliminated,  and  the  60  days  now  allowed 
should  be  available  automatically  for  each  spell  of  illness.  This  would  elim- 
inate many  problems  that  now  arise  under  this  provision,  both  for  the  bene- 
ficiaries and  the  Social  Security  Administration,  because  the  beneficiaries  must 
elect  individually  each  time  whether  or  not  to  use  the  reserve  days.  It  is  not 
always  advantageous  to  make  such  use,  because  in  certain  instances  relatively 
negligible  benefits  are  produced  by  the  lifetime-reserve  days,  and  yet  the  reserve 
is  used,  when  it  might  later  be  used  to  better  advantage. 
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The  beneficiary  would,  under  my  proposal  as  to  elimination  of  the  lifetime- 
reserve  concept,  not  be  faced  with  making  a  choice  which  he  might  not  be  suf- 
ficiently informed  to  do  wisely  (especially  when  he  has  been  in  the  hospital  for 
a  long  time).  Also,  the  Social  Security  Administration  frequently  cannot  know, 
prospectively,  what  the  best  choice  is  for  a  beneficiary.  My  proposal  would 
have  no  cost  effect  on  the  bill,  because  the  savings  from  not  going  to  90  days 
would  about  offset  the  cost  of  giving  the  additional  60  days  in  each  spell  of 
illness. 

Last  year  when  I  testified  before  this  committee  on  H.R.  17550,  I  recom- 
mended that,  when  primary  benefits  are  increased  by  a  certain  percentage  across 
the  board,  then  the  maximum  family  benefits  for  future  claimants  should  be 
increased  by  the  same  percentage.  I  am  gratified  that  this  approach  was  taken  in 
the  version  of  H.R.  17550  which  your  Committee  approved  last  year  and  also  in 
the  legislation  enacted  this  year  and  in  the  pending  bill. 

I  believe  that  this  procedure  results  in  a  more  equitable  approach  for  deter- 
mining maximum  family  benefits  for  the  different  earnings  levels.  There  is,  how- 
ever, one  remaining  situation  that  is  not  entirely  consistent  and  equitable — 
namely,  for  benefits  based  on  low  average  monthly  wages.  One  of  the  basic  prin- 
ciples of  social  insurance  is  that  benefit  amounts  should  be  weighted  in  favor  of 
lower-paid  workers,  or  at  least  not  in  favor  of  high  paid  ones.  Yet,  surprisingly, 
in  this  instance,  just  the  reverse  procedure  is  being  followed. 

Specifically,  for  average  monthly  wages  of  $239  or  less,  the  maximum  family 
benefit  is  always  150  per  cent  of  the  Primary  Insurance  Amount.  After  that 
point,  the  ratio  increases  to  175  per  cent  for  average  monthly  wages  of  $352-56, 
and  then  rises  to  a  maximum  of  187.6  per  cent  for  average  monthly  wages  of 
$432-36  and  thereafter  declines  to  175  per  cent  for  average  monthly  wages  of 
$628  and  above.  I  believe  that,  in  all  fairness  to  beneficiaries  receiving  benefits 
based  on  low  average  monthly  wages,  the  maximum  family  benefits  as  shown  by 
the  benefit  table  should  be  increased  for  all  average  monthly  wages  less  than 
$357  so  that  they  are  175  per  cent  of  the  corresponding  primary  benefit. 

The  reason  that  the  present  inequitable  situation  occurs  for  beneficiaries 
with  benefits  based  on  low  average  monthly  wages  is  that,  in  the  past,  there 
was  the  restriction  of  the  family  maximum  not  exceeding  80  per  cent  of  aver- 
age monthly  wage,  although  in  no  case  being  less  than  150  per  cent  of  the  pri- 
mary benefit.  The  logic  of  this  approach  no  longer  prevails — and  the  80  per  cent 
portion  of  it  has  been  abandoned — because,  as  indicated  in  my  previous  testi- 
mony, the  average  monthly  wage  is  now  recognized  as  only  a  notional  concept, 
since  it  is  based  on  a  career-average  method  of  computation.  For  further  in- 
formation on  this  point,  may  I  refer  you  to  my  article  "New  Insight  as  to 
the  True  Basis  of  Social  Security  Benefits"  in  the  August  issue  of  Pension  & 
Welfare  News. 

As  you  know,  even  under  present  law,  the  primary  benefit  can  exceed  the 
computed  average  monthly  wage  in  some  instances.  In  even  more  instances,  the 
maximum  family  benefit  can  exceed  the  computed  average  monthly  wage.  Thus, 
the  fact  that  maximum  family  benefits  can  exceed  average  monthly  wage  to  a 
somewhat  greater  extent  under  my  proposal  is  not  a  weakness. 

The  increase  in  the  cost  of  the  program  for  my  proposal  to  increase  the 
maximum  family  benefit  for  those  at  the  lower  earnings  levels  is  relatively  low — 
a  level-cost  of  about  .05  per  cent  of  taxable  payroll.  This  could  be  met — and 
this  inequity  could  be  eliminated — by  dropping  some  of  the  liberalizations 
Ln  the  bill  that  are  meritorious  but  are  not  necessary  to  correct  clearly  in- 
equitable situations. 

Under  the  bill,  the  provision  for  increasing  widow's  (and  widower's)  bene- 
fits contains  the  reasonable  limitation  that  the  widow's  benefit  should  not  be 
larger  than  the  benefit  that  her  husband  had  been  receiving  (if  he  had  actual- 
ly filed  claim  and  become  entitled  to  benefits).  In  certain  cases,  however,  this 
procedure  can  result  in  great  inequities  and  in  serious  administrative  dif- 
ficulties. 

An  example  will  clearly  indicate  the  situation.  Suppose  that  an  insured 
worker  is  aged  62  and  is  eligible  for  a  Primary  Insurance  Amount  of  $219.30, 
and  thus  a  reduced  primary  benefit  of  $175.50.  If  his  wife  is  then  aged  65,  he  is 
confronted  with  a  serious  dilemma  and  the  Social  Security  Administration 
would  have  great  administrative  difficulty  in  advising  him  what  to  do.  The  prob- 
lem is  that,  if  he  files  a  claim  for  benefits,  his  widow's  benefit  will  be  frozen  at 
only  $175.50.  Thus,  if  he  were  to  die  in  a  few  months,,  his  wife  would  suffer  a 
great  loss  (having  an  actuarial  value  of  about  $6,000)  as  compared  with  the 
situation  if  he  had  not  filed  claim  (in  which  case  the  widow's  benefit  would 
have  been  $219.30). 
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In  other  words,  in  situations  like  this,  where  the  wife  is  somewhat  older 
than  the  husband,  there  will  be  considerable  question  as  to  the  desirability 
of  filing  claim.  Or  there  will  be  the  inequity  of  having  to  file  a  claim  because  of 
economic  necessity  and  then  losing  very  substantially  over  the  long  run  thereby. 
Some  people  will  make  the  wrong  choice,  and  Members  of  Congress  will  hear 
about  it. 

The  solution  to  this  problem  is  relatively  simple.  The  limitation  involving 
the  husband's  benefit  should  be  as  follows  : 

(1)  When  the  husband  dies  at  or  after  age  65 — the  amount  of  the  benefit 
which  he  was  actually  receiving  (as  the  House-passed  bill  provides). 

(2)  When  the  husband  dies  before  age  65 — the  amount  of  the  benefit  which 
he  would  have  received  at  age  65  if  he  had  survived  to  that  age  and  had  had  a 
so-called  round-up  recomputation  which  recognized  only  the  benefits  that  he 
had  actually  received  before  his  death. 

Section  128  of  the  bill  desirably  and  logically  remedies  a  long-standing  in- 
equity and  anomaly  in  the  law — namely,  that  wages  received  after  the  calendar 
year  of  death  are  taxable  under  Social  Security  but  are  not  creditable  for  bene- 
fit purposes.  Logically,  the  same  treatment  should  be  given  to  wages  received 
in  any  year  all  of  which  is  included  in  a  period  of  disability.  The  House-passed 
bill  does  not  do  this,  and  I  recommend  that  this  change  be  made. 

Finally,  I  would  like  to  discuss  briefly  the  actuarial  methodology  for  the  cost 
estimates  for  the  Social  Security  system.  The  Advisory  Council  on  Social  Se- 
curity has  recommended  drastic  changes  in  the  methodology  used  previously 
(and  as  used  to  develop  the  financing  in  the  House-passed  bill). 

The  Advisory  Council  proposes  that  the  cost  estimates  should  be  based  on  the 
assumption  that,  in  line  with  the  automatic-adjustment  provisions  in  the  bill, 
earnings  levels  will  increase  each  year  indefinitely  into  the  future.  Depending 
upon  the  relative  assumptions  as  to  increase  in  wages  and  increases  in  prices, 
this  may  show  an  apparent  "actuarial  profit,"  which  can  be  used  to  finance 
liberalizations  of  the  program.  I  understand  the  Administration  supports  this 
approach. 

I  believe  that  this  is  not  a  prudent  course  of  action — namely,  to  count  on 
profits  arising  from  future  economic  changes  over  a  long  period,  before  such 
changes  occur.  On  the  other  hand,  under  currently  used  actuarial  techniques, 
the  procedure  has  been  to  utilize  such  actuarial  gains  only  after  they  have  ma- 
terialized. If  rising  earnings  assumptions  are  considered  desirable  in  connec- 
tion with  the  automatic-adjustment  provisions,  I  believe  that  they  should  be  lim- 
ited to  the  next  five  years,  with  constant  wage  levels  assumed  thereafter. 

Moreover,  the  proposed  procedure  of  counting  on  increases  in  the  wage  level 
indefinitely  into  the  future  is  extremely  sensitive  to  the  assumptions  made.  If  it 
is  assumed  that  wages  increase  at  two  times  the  increase  in  prices,  a  sizable 
actuarial  profit  is  shown,  but  if  this  ratio  is  only  1%  to  1,  such  a  profit  van- 
ishes. It  may  be  noted  that,  in  recent  years,  the  ratio  has  been  much  lower — 
about  1%  to  1.  This  sensitivity  is  well  illustrated  by  the  material  on  pages  44 
and  45  of  your  Committee  Print,  "Material  Related  to  H.R.  1 :  Social  Security 
Cash  Benefits  and  Social  Security  Financing",  dated  July  14,  1971. 

It  is  most  important  to  note  that  the  question  of  the  financing  method  is  en- 
tirely separable  from  that  of  the  actuarial  methodology.  In  other  words,  the 
current-cost  method  proposed  by  the  Advisory  Council — with  which  I  agree — 
can  just  as  readily  be  followed  under  the  current  actuarial  methodology  as 
under  the  changed  methodology  proposed  by  the  Advisory  Council.  Thus,  if  H.R.  1 
as  passed  by  the  House  were  to  be  enacted,  I  believe  that  the  future  tax  sched- 
ule should  be  spread  out  more,  as  for  example,  in  the  following  manner  for  the 
combined  employer-employee  rate  for  cash  benefits  and  hospital  insurance 
combined : 

1 1  n  percent] 


Schedule  Proposed 
in  H.R.  1  schedule 


Calendar  years: 

1971   10.4  10.4 

1972-74   10.8  10.8 

1975-76   12.4  11  6 

1977     14.8  11.6 

1978-80   14.8  12.6 

1981-83     14.8  13.6 

198^-86    14.8  14.6 

1987  and  after   14.8  15.4 
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This  proposed  schedule  would  result  in  the  accumulation  of  much  smaller 
trust-fund  balances,  along  the  lines  of  the  current-cost  recommenaations  of  the 
Advisory  Council. 


The  Future  or  Social  Security — Is  It  in  Conflict  With  Private  Pension 

Plans? 

interrelationship  of  social  security  and  private  economic  security 

PLANS 

(By  Robert  J.  Myers,  FSA) 

The  future  development  and  role  of  the  social  security  program,  and  its  con- 
comitant effect  on  the  private  pension  system  of  the  country,  depend  on  many 
factors  and  elements.  This  paper  will  discuss  several  of  these  matters,  namely : 

Scope  of  Paper 

(1)  The  interrelationship  of  social  security  and  private  economic  security 
plans. 

(2)  The  expansionist  philosophy  of  social  security. 

(3)  The  moderate  philosophy  of  social  security. 

(4)  The  concept  of  poverty. 

(5)  The  effect  of  the  consolidated  budget  on  social  security. 

(6)  Income-tax  integration  rules  for  private  pension  plans  and  similar 
other  requirements. 

(7)  The  influence  of  social  security  staff  on  the  development  of  the 
program. 

The  basic  question  may  well  be  raised  as  to  whether  the  social  security  pro- 
gram and  private  economic  security  plans — private  pension  plans  and  individual 
insurance  and  savings — should  be  competitive  and  in  conflict,  or  whether  they 
should  complement  each  other. 

For  many  years,  the  viewpoint  has  been  widely  expressed  that  social  security 
should  provide  a  basic  floor  of  protection  upon  which  private  economic  security 
measures  can,  should,  and  will  build.  In  other  words,  under  this  concept,  social 
security  and  private  economic-security  efforts  are  complementary  and  are  by  no 
means  in  conflict.  Lately,  however,  in  certain  quarters,  an  effort  is  being  made  to 
rewrite  history  so  as  to  "prove"  that  the  floor-of-protection  concept  never  really 
existed,  except  possibly  in  the  minds  of  those  who  were  basically  opposed  to  the 
social  security  program. 

There  are  some,  whom  I  term  "the  expansionists,"  who  believe  that  the  Gov- 
ernment should  provide  full  economic  protection  for  virtually  the  entire  popula- 
tion when  an  earnings  loss  occurs.  Specifically,  they  feel  that  the  Government's 
responsibility  for  retired  persons  goes  way  beyond  providing  them  a  level  of 
benefits  upon  which  the  vast  majority  can  subsist,  but  beyond  which  they  can 
build  further  economic  security  by  their  own  efforts.  The  expansionists  feel  that 
the  government  should  provide  a  level  of  income  replacement  that  is  virtually  as 
high  as  income  before  retirement.  And  they  would  use  the  social  security  pro- 
gram as  a  tool  to  do  so. 

There  is  a  very  important  philosophical  question  here.  Is  this  properly  and 
desirably  the  function  of  government?  Or  is  it  sufficient — and  actually  better — 
for  the  Government  to  establish  a  social  insurance  system  which  will  provide  a 
floor  of  protection  upon  which  people  can  build  either  individually  or  jointly 
with  their  employers  ?  In  other  words,  is  it  desirably  the  Government's  function 
to  take  complete  care  of  all  the  citizens?  If  so,  then  one  might  well  ask  how  far 
this  should  be  extended  into  the  private  lives  of  people  of  all  ages,  whether  work- 
ing at  adequate  wages  or  not. 

THE  EXPANSIONIST  PHILOSOPHY  OF  SOCIAL  SECURITY 

Let  us  now  turn  to  how  the  expansionists  would  achieve  their  goals  in  the 
area  of  cash  benefits  under  social  security.  I  shall  not  deal  in  this  paper  with  their 
goals  in  the  medical  care  field,  other  than  to  state  the  obvious,  but  most  sig- 
nificant, point  that,  in  the  long  run,  they  seek  to  have  all  medical  care  provided 
directly  by  the  Federal  Government,  financed  either  from  general  revenues  or 
payroll  taxes.  The  irreversible  steps  in  this  direction  would  be  taken  by  extend- 
ing the  coverage  of  the  Medicare  program  first  to  all  beneficiaries  and  then  to  all 
covered  workers  and  their  dependents. 
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The  specific  blueprint  of  the  expansionists  for  "improvement"  of  the  Old-Age, 
Survivors,  and  Disability  prgoram  (OASDI)  is  first  to  increase  the  maximum  tax- 
able earnings  base  from  the  present  $7,800  per  year  to  at  least  $15,000  currently, 
and  then  to  keep  it  up  to  date  with  changes  in  the  earnings  level.  The  reason  for 
this  is  that  then  the  vast  majority  of  workers  would  have  their  full  earnings 
covered  by  the  program  and,  therefore,  could  have  full  economic  security  provided 
by  it. 


The  next  expansionist  step  would  be  to  increase  drastically  the  general  benefit 
level  so  that,  even  for  workers  earning  up  to  the  maximum  taxable  base,  the 
benefits  would  provide  virtually  full  replacement  of  the  take-home  pay  before 
retirement.  To  achieve  this  end  would  require  approximately  a  doubling  of  the 
present  benefit  level. 

Now  how  do  the  expansionists  propose  to  find  the  money  to  finance  such 
changes?  One  simple,  and  apparently  fiscally  painless  way,  is  to  introduce  a  siz- 
able Government  contribution  or  subsidy  to  the  system.  Some  expansionists 
suggest  that  this  Government  subsidy  should  average  about  one-third  to  one- 
half  of  the  total  cost  of  the  program — i.e.,  it  would  equal  anywhere  from  50  per- 
cent to  100  percent  of  the  combined  employer  and  worker  contributions. 

To  put  such  a  matching  basis  in  to  effect  immediately  would  be  extremely 
difficult  because  of  the  large  sums  needed  from  the  General  Fund  of  the  Treasury. 
For  example,  if  the  Government  subsidy  were  to  represent  one-third  of  the  cost 
of  a  program  that  would  be  expanded  in  line  with  the  aims  of  the  expansion- 
ists, it  would  be  in  the  order  of  $15,000,000,000  a  year  currently  for  OASDI 
alone,  and  much  more  in  later  years.  Accordingly,  the  expansionists  propose 
the  approach  of  gradualism — or,  in  other  words,  the  "camel's  nose  in  the  tent" 
process — by  having  the  Government  contribution  be  5  percent  in  the  first  year, 
10  percent  in  the  second  year,  etc. 

Still  another  source  of  financing  the  expansionist  aims  is  to  tap  the  employers 
for  a  heavier  proportion  of  the  cost.  For  example,  the  expansionists  have  proposed 
that  there  should  be  no  taxable  earnings  base  for  employer  contributions  (or, 
in  other  words,  the  employer  should  contribute  on  his  entire  payroll).  They 
have  also  suggested  that  the  employer  should  contribute  at  twice  the  rate  appli- 
cable to  the  employee  (instead  of  equal  sharing,  as  has  always  been  the  case). 


The  goals  of  the  expansionists  are  not  limited  solely  to  the  level  of  OASDI 
benefits.  They  also  want  to  expand  the  disability  benefits,  so  that  they  would 
no  longer  be  on  a  "permanent  and  total"  basis.  Rather,  they  would  include 
coverage  for  all  types  of  disability — 'temporary  disability,  long-term  occupational 
disability,  etc. 

If  the  foregoing  goals  of  the  expansionists  as  to  levels  of  OASDI  benefits  were 
achieved,  the  consequences  must  be  clear  to  everyone.  Not  only  would  there  be 
the  direct  effect  of  eliminating  most  private-sector  efforts  in  the  economic- 
security  field,  but  also  a  most  significant  effect  on  our  national  economy  would 
occur.  Private  savings  of  all  types,  including  pension  plans  and  deferred  profit- 
sharing  plans,  would  be  greatly  reduced.  This,  in  turn,  would  result  in  a  short- 
age of  investment  funds  for  private  industry  to  expand  its  economic-productivity 
activities.  Accordingly,  private  industry  would  have  to  turn  more  and  more  to 
the  Government  for  such  funds.  This  would-mean  increasing  governmental 
regulation,  control,  and  even  ownership  of  productive  activities. 


The  moderates  have  a  strong  belief  in  the  continuing  desirability  of  social 
security  as  a  floor  of  protection  and,  similarly,  in  the  significant  continuing 
efforts  of  the  private  sector  in  providing  economic  security.  The  moderates  believe 
that  the  social  security  system  should  be  kept  up  to  date  with  changes  in  eco- 
nomic conditions  and  that  any  weaknesses  or  deficiencies  which  show  up  should 
be  remedied. 

Specifically,  the  position  of  the  moderates  is  that  the  benefit  level  should  be 
kept  up  to  date  with  changes  in  the  cost  of  living,  whether  this  be  done  on  an 
ad  hoc  basis  or  by  automatic-adjustment  provisions.  Similarly,  they  recognize 
th^t  bpnefits  should  be  reasonably  related  to  recent  earnings  before  retirement, 
disability,  or  death,  when  past  economic  conditions  have  produced  significantly 
rising  general  earnings  levels.  Such  recognition  of  past  earnings  trends  can  be 
accomplished  through  a  final-pay  approach  in  computing  benefits.  Virtually  the 
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same  effect  can  also  be  obtained  by  adjusting  the  factors  in  the  benefit  formula 
accomplished  through  a  final-pay  approach  in  computing  benefits.  Virtually  the 
(as  has  been  done  in  the  ad  hoc  OASDI  benefit  increases  in  the  past  two  decades) . 

The  moderates  also  support  periodic  adjustments  in  the  maximum  taxable 
earnings  base  and  in  the  amount  of  earnings  permitted  for  full  receipt  of  ben- 
efits under  the  retirement,  or  earnings,  test.  Such  adjustments  should  be  made 
on  the  basis  of  changes  in  the  general  earnings  level  and  can  be  accomplished 
either  on  an  ad  hoc  basis  or  by  automatic  adjustments. 

Since  1950,  the  ad  hoc  procedure  has  produced  quite  satisfactory  results  in 
connection  with  changes  in  the  earnings  base.  The  $3,600  base  first  effective  in 
1951  covered  81.1  percent  of  the  total  earnings  in  covered  employment,  while 
the  $7,800  base  effective  in  1968  covered  83.6  percent.  This  proportion  for  the  first 
effective  year  of  the  three  intervening  changes  was  about  80  percent  in  each 
instance,  so  that  the  $7,800  base  in  1968  might  be  said  to  have  gone  a  little 
too  high.  Finally,  it  may  be  noted  that  the  $9,000  earnings  base,  effective  for 
1972,  that  has  recently  been  proposed  by  President  Nixon  will  cover  an  estimated 
81  percent  of  total  earnings  in  covered  employment,  and  thus  is  in  line  with  the 
bases  actually  adopted  since  1950. 

General  Revenues 

The  moderates  are  strongly  opposed  to  the  injection  of  general  revenues  into 
the  OASDI  system.  They  argue  that  this  will  seriously  weaken  cost  controls 
of  the  program.  Changes  in  the  program  might  be  voted  without  regard  to  the 
cost  considerations — on  the  grounds  that  "the  necessary  financing  can  always 
be  easily  obtained  from  general  revenues."  On  the  other  hand,  under  the  present 
self-supporting  contributory  basis,  the  cost  of  any  benefit  changes  are  fully 
recognized ;  they  are  met  by  direct,  visible  financing  charges  applicable  to 
workers  and  employers. 

One  problem  which  may  occur  is  that,  for  budgetary  or  political  reasons,  the 
Government  subsidy  may  not  be  paid  in  the  amount  required  or  at  the  time 
specified.  Several  times  in  the  past,  government  contributions  to  OASDI  were 
legislated,  but  were  not  actually  made,  or  were  delayed  for  long  periods.  For  ex- 
ample, appropriations  for  the  cost  of  benefits  arising  from  "gratuitous"  military- 
service  wage  credits  (for  periods  before  1957)  have  either  not  been  made  at  all 
ior  have  intentionally  been  made  in  an  amount  lower  than  the  required  actuarial 
determinations.  Then,  too,  general-revenue  appropriations  authorized  for  the 
Medicare  program  have  frequently  been  delayed  considerably  beyond  wThen  they 
were  due  (although  generally  an  appropriate  interest  adjustment  was  provided). 

It  is  not  inconceivable  that  reliance  on  Government  subsidies  for  financing  a 
major  portion  of  the  cost  of  OASDI  could  lead  to  partial  repudiation  of  the 
benefit  obligations. 

Another  difficulty  which  may  arise  is  the  pressure  that  would  be  generated 
to  impose  a  means  test  on  the  beneficiaries.  Then,  those  who  have  substantial 
other  income  would  not  be  paid  benefits — on  the  grounds  that  people  with  large 
incomes  should  not  receive  payments  partially  financed  from  general  revenues. 

Those  who  oppose  a  Government  subsidy  to  OASDI  do  not  necessarily  oppose 
benefit  changes  involving  substantially  increased  costs.  They  believe,  however, 
that  such  costs  should  be  openly  and  completely  recognized  through  direct 
financing  provisions. 

THE  CONCEPT  OF  POVERTY 

Nowadays,  widespread  discussion  of  the  subject  of  poverty  occurs — how  to 
eliminate  it,  how  changes  in  existing  programs  will  reduce  the  number  of  persons 
in  poverty,  etc.  Offhand,  to  hear  this  discussion,  one  would  believe  that  poverty 
can  be  scientifically  measured,  just  as  can  the  relationship  between  the  circum- 
ference of  a  circle  and  its  radius,  or  the  distance  from  the  earth  to  the  moon 
at  any  particular  time,  or  even  the  cost  of  a  pension  plan. 

Actually,  such  is  not  the  case  because  the  concept  of  poverty  that  is  so  widely 
used  currently  is  derived  from  a  mechanistic  approach.  Specifically,  this  approach 
proclaims  that  poverty  is  present  if  the  individual  or  family  has  less  annual 
income  than  a  certain  prescribed  dollar  amount.  At  times,  such  amount  is  varied 
according  to  the  size  of  the  family — and,  at  times,  according  to  geographical  loca- 
tion. Quite  illogically,  many  of  those  who  use  the  data  seem  to  believe  that,  if 
an  individual  is  just  below  the  so-called  poverty  amount,  then  he  is  indeed  in 
very  dire  condition,  whereas  once  his  income  has  reached  this  level,  he  is  in  quite 
different  status. 
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Defining  Poverty 

Poverty,  like  sin,  is  opposed  by  every  person  of  good  will.  The  problem,  however, 
is  to  define  poverty  adequately  and  not  merely  to  set  up  meaningless  mechanistic 
standards  that  have  no  basis  in  fact.  A  clear  distinction  should  be  made  between 
"poverty"  and  "destitution"  or  "want."  Many  persons  who  are  under  the  poverty 
line,  as  mechanistically  defined  currently,  are  not  really  in  need  by  any  objective 
standard  and,  in  fact,  might  be  considered  affluent  according  to  the  living 
standards  of  some  countries. 

Social  security  was  established  to  prevent  want  and  destitution,  and  was  not 
intended  to  deal  with  this  new  measure  of  poorness  called  "poverty."  However, 
it  is  quite  clear  that  the  social  security  program  has,  over  the  past  three  decades 
been  the  most  important  governmental  program  in  combatting  both  destitution 
and  poverty  arising  from  the  economic  risks  of  death,  disability,  and  retirement. 
Those  who  believe  in  a  complete  expansion  of  the  social  security  system,  so  that 
it  would  virtually  take  care  of  the  entire  economic-security  needs  of  a  country, 
frequently  use  the  poverty  concept  to  support  their  aims.  For  example,  when 
poverty  is  defined  in  a  mechanistic  style  at  a  very  high  level,  arguments  can  be 
presented  for  a  significant  increase  in  the  general  level  of  social  security  benefits. 

Realistic  Standards 

Those  with  a  moderate  philosophy  insofar  as  the  role  of  the  social  security 
program  is  concerned  are  by  no  means  unconcerned  about  the  problems  of  poverty 
and  human  needs.  They  believe  that  the  facts  of  poverty  should  be  demonstrated 
by  objective,  realistic  standards,  and  not  merely  by  mechanistic  approaches. 

THE  EFFECT  OF  THE  CONSOLIDATED  BUDGET  ON   SOCIAL  SECURITY 

A  new  element  has  recently  arisen  that  may  have  an  important  effect  on  the 
future  development  of  the  social  security  program — namely,  the  consolidated  or 
unified  budget.  Until  recently,  the  budget  of  the  United  States  Government 
involved  only  direct  governmental  operations  and  did  not  include  the  operations 
of  the  social  security  trust  funds  and  other  similar  funds,  such  as  those  of  the 
Railroad  Retirement  and  Civil  Service  Retirement  systems.  Recently,  the  budget 
approach  was  changed,  so  that  the  operations  of  these  various  trust  funds  are 
included  within  the  budget,  which  is  now  on  a  so-called  consolidated  basis. 

Accordingly,  any  excess  of  income  outgo  for  the  social  security  trust  funds 
(including  the  two  Medicare  trust  funds)  tends  to  produce  a  budget  surplus  and 
vice  versa.  In  actual  practice,  it  was  for  this  reason  that  in  the  fiscal  year  that 
ended  on  June  30,  1969,  a  budget  surplus  of  'about  $3,000,000,000  was  reported. 
The  social  security  trust  fund  showed  an  excess  of  income  over  outgo  for  this 
fiscal  year  amounting  to  about  $4,000,000,000.  Thus,  under  the  former  budgeting 
approach,  without  including  the  social  security  trust  funds,  there  would  instead 
have  been  a  budget  deficit  of  about  $1,000,000,000. 

Budget  ''Surplus" 

In  the  current  fiscal  year,  ending  June  30,  1970,  a  budget  surplus  of  about 
$3,500,000,000  was  forecast  by  President  Johnson  in  his  budget  prepared  in 
January  1969.  The  corresponding  excess  of  income  over  outgo  for  the  social, 
security  trust  funds  was  about  $7,000,000,000.  Thus,  under  the  former  budgeting 
approach,  there  would  have  been  a  deficit  of  about  $3,500,000,000.  As  a  result, 
because  of  the  significant  effect  of  the  social  security  program  on  the  federal 
budget,  there  are  now  strong  incentives  to  use  it  as  a  budgetary  and  economic 
tool. 

As  a  result,  there  may  well  be  pressures  to  make  changes  in  the  social  security 
system — either  in  the  budget  area  or  in  the  tax  area — primarily  to  affect  the 
short-range  picture  and  without  any  real  emphasis  on  the  long-range  results. 
I  need  hardly  tell  this  audience  about  the  dangers  of  making  changes  in  long 
range  benefit  programs  solely  with  a  view  of  the  financial  impact  in  the  first 
year  or  two. 

At  the  present  time,  and  in  the  next  few  years,  under  both  present  law  and, 
to  a  lesser  extent,  under  proposals  currently  being  considered  by  Congress,  the 
trust  funds  will  show  sizable  annual  excesses  of  income  over  outgo1.  Under 


1  Interestingly  enough,  many  of  the  budgetary  and  economic-planning  experts  refer  to 
such  an  excess  of  income  over  outgo  as  a  "surplus",  not  understanding  that  an  insurance 
or  pension  program  can  have  such  success  in  the  early  years  of  operation  and  yet  be 
greatly  under-financed. 
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present  economic  conditions,  when  inflation  is  present,  the  economic  planners  are 
glad  to  have  this  excess  of  income  over  outgo  under  the  social  security  program. 

Their  views  might  change  greatly  and  rapidly  if  economic  conditions  shift 
and  inflation  no  longer  seems  the  danger,  but  rather  the  so-called  fiscal  drag  of 
the  excess  of  social  security  income  over  outgo  is  "the  enemy"  (as  it  was  so 
wrongly  considered  to  be  as  recently  as  in  1965).  Under  these  circumstances, 
the  economic  planners  would  press  strongly  for  reduction  of  the  social  security 
contribution  rates  (and  would,  in  fact,  like  to  have  Congress  delegate  to  the 
Executive  Branch  the  power  to  do  so) . 

In  my  opinion,  it  is  not  necessary  for  the  social  security  system  to  build  up 
large  balances  in  the  trust  funds.  Instead,  a  good  rule  of  thumb  would  seem  to 
be  to  have  a  balance  of  about  one  year's  outgo.  This  should  be  accomplished  by 
setting  proper  contribution  rates  for  the  future  according  to  the  best  estimates 
possible.  Then,  however,  the  rates  should  not  be  spasmodically  varied  to  react  to 
either  actual  or  speculative  changes  in  economic  conditions.  Among  other  reasons 
for  maintaining  scheduled  contribution  rates  for  a  social  insurance  system  is 
the  psychological  point  that  people  reasonably  expect  a  certain  degree  of  stability 
in  premium  and  contribution  rates  for  all  types  of  insurance  plans. 

INCOME-TAX  INTEGRATION  RULES  FOR  PRIVATE  PENSION  PLANS  AND  SIMILAR  OTHER 

REQUIREMENTS 

Particularly  in  appearing  before  this  audience,  I  would  hardly  wish  to  expound 
at  length  on  what  should  be  the  proper  income-tax  integration  rules  for  private 
pension  plans.  However,  since  this  subject  is  interrelated  with  the  level  of  social 
security  benefits  and  since  the  effect  of  the  integration  rules  can  encourage  or 
stifle  the  growth  of  private  pension  plans,  a  brief  discussion  is  desirable. 

Certainly,  very  restrictive  integration  rules — such  as  those  that  were  originally 
announced  by  the  Internal  Revenue  Service — could  have  a  serious,  stifling  effect 
on  the  growth  of  private  pension  plans,  or  even  on  the  maintenance  of  the  present 
high  level  of  activity  in  this  area.  The  same  could  also  be  said  for  many  types 
of  control  that  could  be  exerted  on  private  pension  plans — such  as  compulsory 
vesting — in  the  guise  of  requirements  for  qualification  for  income-tax  purposes. 

Integration 

Integration  rules  have  been  derived  to  effectuate  the  Congressional  mandate 
that  pension  plans  should  not  be  discriminatory  in  favor  of  high-paid  individuals, 
after  taking  into  account  the  combination  of  benefits  under  such  plans  and  social 
security  benefits.  Nobody  can  argue  that  this  is  not  a  wise  and  proper  requirement. 
Putting  it  into  effect,  however,  is  easier  said  than  done  if  a  precise  procedure 
is  desired. 

I  am  convinced  that  no  completely  precise  procedure  is  possible.  I  believe  that 
the  approach  that  was  taken  for  many  years — which  might  be  termed  the  37% 
percent  method — was  reasonably  satisfactory  and,  with  all  the  related  intricate 
network  of  allowances  for  various  types  of  plans,  had  worked  out  quite  well  over 
the  years.  I  saw  no  justification  or  necessity  for  changing  this  approach,  especially 
since  there  had  never  been  demonstrated  any  instances  where  discrimination  in 
favor  of  high-paid  persons  had  occurred  thereunder. 

First  Reaction 

The  initial  IRS  aproach,  which  would  have  reduced  the  integration  basis  by 
more  than  one-third,  brought  down  a  tremendous  storm  of  adverse  critcisms  and 
complaints  on  the  IRS.  It  was  quite  clearly  and  correctly  pointed  out  that  any 
apparently  scientific  mathematical  computations  in  this  area  were  of  questionable 
value  and  significance  and  that  actually  they  generally  seemed  to  be  made  in 
order  to  arrive  at  a  particular  result. 

As  a  result  of  this  storm  of  criticisms,  IRS  produced  a  revised  basis — which 
might  be  termed  the  30  percent  method,  a  reduction  of  about  20  percent.  In  my 
opinion,  there  is  considerable  question  as  to  why  even  this  restriction  is  necessary 
or  desirable  in  order  to  prevent  discrimination  occurring  in  favor  of  high-paid 
individuals. 

Believes  Expansion  Desired 

One  might  well  ask  why  IRS  took  the  action  of  restricting  or  deliberating  the 
integration  rules.  In  my  opinion,  this  was  done — and  the  technical  computations 
justifying  the  action  were  made  solely  to  support  such  action — primarily  and 
fundamentally  to  restrict  the  growth  and  development  of  private  pension  plans. 
In  turn,  this  would  leave  more  of  a  vacuum  that  could  only  be  filled  by  expansion 


879 


of  the  social  security  program — a  result  that  was  not  viewed  with  any  concern 
or  dismay  by  the  government  officials  involved. 

President's  Committee 

I  believe  that  the  same  situation  is  also  true — and  perhaps  to  an  even  greater 
extent — with  regard  to  the  recommendations  of  the  President's  Committee  on 
Corporate  Pension  Funds  and  Other  Private  Retirement  and  Welfare  Programs 
that  was  established  by  the  Johnson  Administration,  and  especially  by  the  Inter- 
Agency  Staff  Committee  that  was  established  to  study  ways  to  implement  the 
proposals  of  the  President's  Committee.  The  representatives  on  the  Inter-Agency 
Staff  Committee  from  the  several  governmental  departments  consisted  of  persons 
who  had  relatively  little  knowledge  of  the  specific  operations  and  structure  of 
private  pension  plans,  but  who  had  strong  beliefs  in  the  direction  that  the  Govern- 
ment should  be  the  predominant  provider  of  economic  security  for  the  non working 
population.  This  was  certainly  a  clear  instance  of  the  fable  about  having  the 
fox  guard  the  hen  coop. 

THE  INFLUENCE  OF  SOCIAL  SECURITY  STAFF  ON  THE  DEVELOPMENT  OF  THE  PROGRAM 

By  no  means  least  important  in  determining  the  future  course  of  the  social 
security  program  is  the  influence  exercised  by  top-level  staff  in  the  Social  Security 
Administration. 

The  administrative  operations  of  the  program  have  a  well-deserved  nationwide 
reputation  for  efficient,  impartial,  and  honest  functioning.  This  is  due  to  a  devoted 
and  capable  group  of  civil  servants,  from  the  top  administrative  officials  down 
to  the  lowest  grade  clerks.  Such  successful  functioning  is  necessary,  regardless 
of  the  future  role  of  the  program,  but  this  does  not  mean  that  the  system  must 
expand  at  the  expense  of  private-sector  activities  in  the  economic-security  area. 

Philosophy  and  Duty 

However,  when  it  comes  to  the  research,  program  evaluation,  public  relations, 
and  program  planning  functions,  the  situation  can  be  quite  different.  Even  though 
the  staff  so  engaged  may  be  completely  sincere,  as  well  as  capable  they  cannot 
be  expected  to  present  as  strong  a  case  against  proposals  which  are  contrary  to 
their  basic  philosophical  beliefs  as  they  could  in  favor  of  proposals  of  an  opposite 
nature. 

Over  the  years,  most  of  the  Social  Security  Administration  staff  engaged  in 
program  planning  and  policy  development  have  had  the  philosophy — carried  out 
with  almost  a  religious  zeal — that  what  counts  above  all  else  is  the  expansion 
of  the  social  security  program.  To  some  of  them,  to  believe  otherwise  amounts 
virtually  to  being  opposed  to  the  program — and  even  really  in  favor  of  its  repeal. 
Thus,  such  persons  have  not  necessarily  tended  to  be  political  as  between  Demo- 
crats and  Republicans,  but  rather  they  have  favored  and  helped  those  who  want 
to  expand  the  social  security  program  the  most. 

In  fact,  one  might  say  that  some  social  security  staff  members  are  dedicated  to 
an  expansion  of  the  social  security  program  so  that  it  takes  over  virtually  all 
economic  security  needs.  This  is  in  sharp  contrast  with  the  moderate  approach, 
which  believes  that  there  should  be  a  reasonable  sharing  of  the  economic  security 
field  between  the  public  and  private  sectors,  with  the  financing  being  on  a  sound 
basis  and  completely  visible  to  all,  so  that  the  financial  burdens  involved  are 
readily  apparent. 

One  might  perhaps  excuse  this  expansionist  approach  of  many  social  security 
planning  officials  on  the  grounds  that  it  is  only  natural  for  people  to  advocate  and 
work  strongly  for  the  growth  of  the  activity  in  which  they  are  engaged.  There  is, 
however,  a  difference  in  this  respect  as  between  workers  in  the  private  and  public 
sectors.  The  civil  servant  has  an  equal  responsibility  to  both  those  who  are  bene- 
ficiaries and  those  who  bear  the  cost  of  the  benefits.  Equal  publicity  should  be — 
but  usually  is  not — given  to  those  who  will  pay  the  increased  taxes,  as  against 
those  who  will  receive  the  higher  benefits. 

Supporting  Conclusions 

Many  social  security  researchers,  as  I  have  observed  over  the  years,  have  the 
view  that  the  purpose  of  research  in  the  social  sciences  is  to  gather  data  to 
substantiate  a  predetermined  conclusion,  so  as  to  attain  a  desired  social  goal.  As  a 
result,  according  to  this  belief,  valuable  research  time,  effort,  and  money  should 
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be  devoted  solely  to  proving  the  desired  point  and  should  not  be  ''wasted"  by 
searching  for  all  the  facts.  This  is  in  sharp  contrast  with  Ruskin's  wise  saying, 
"The  work  of  science  is  to  substitute  facts  for  appearances  and  demonstrations 
for  impressions."  In  many  instances,  such  biased  research  cannot  be  blamed 
solely  on  the  researchers  themselves,  but  rather  to  a  considerable  extent  on  the 
policy  officials  and  others  who  direct  their  work  along  those  lines. 

Civil  Service  is,  in  general,  a  very  desirable  personnel  policy,  so  as  to  have 
efficient  and  impartial  administration  in  governmental  operations.  Certainly,  in 
the  management  and  purely  technical  areas  such  as  accounting  and  drafting 
legislation  (and,  even,  preparing  actuarial  cost  estimates),  the  social  and  eco- 
nomic philosophy  of  the  individual  will  have  no  effect  on  the  results  of  his  work. 

In  the  policy  planning  field,  however,  the  top  policy  officials  should  have  staff 
members  working  for  them  who  are  fully  sympathetic  to  their  views  and 
approaches.  Too  much  Civil  Service  and  too  little  flexibility  in  filling  top  person- 
nel posts  can  easily  hamstring  and  Administration  in  a  particular  area.  For 
example,  if  the  high-ranking  Civil  Service  technical  employee  is  of  the  same  con- 
viction as  a  public  advocate  of  the  "out"  party,  how  can  it  be  expected  that  he  will 
produce  a  vigorous,  air-tight  rebuttal  for  his  political  superior  to  an  attack  on 
Administration  proposals  by  such  an  advocate? 

CONCLUSION 

In  summary  then,  one  may  well  raise  the  question  "How  much  economic 
security  should  be  provided  through  the  Government?"  Should  social  security 
provide  only  a  basic  floor  of  protection,  upon  which  individuals  and,  in  part,  their 
employers  should  build,  with  public  assistance  for  the  small  minority  whose  basic 
needs  are  still  not  provided  for — as  the  moderates  believe? 

Why  should  Government  supply  complete  economic  security  to  the  aged,  the 
disabled,  and  the  survivors  of  deceased  workers  so  as  to  replace  virtually  the 
full  wage  loss — as  some  expansionists  advocate?  If  so,  what  are  the  implications 
in  other  areas  such  as  medical  care  for  the  total  population  and  even  the  owner- 
ship and  management  of  industry  and  commerce? 

If  all  should  be  guaranteed,  or  provided,  the  highest  possible  medical  care  by 
the  Government,  how  about  guarantees  or  provisions  so  that  none  shall  have 
incomes  substantially  below  the  average,  or  that  none  shall  have  diets  that  are 
not  the  highest  nutritional  quality,  regardless  of  whether  they  could  afford  to — 
and  would  wish  to — do  otherwise? 

There  is  a  basic,  important  question  here  for  America  to  decide.  There  is  a 
choice  to  be  made,  and  the  citizens  should  be  given  all  the  facts  on  both  sides,  so 
that  they  can  make  a  wise  decision. 

As  a  postscript,  I  might  add  that  the  social  security  proposals  made  recently 
by  President  Nixon,  and  now  under  consideration  by  Congress,  fully  meets  the 
criteria  of  the  moderate  philosophy.  At  the  hearings  of  the  House  Ways  and 
Means  Committee,  several  proposals  were  put  forth  that  were  definitely  along 
expansionist  lines. 


Silver  Spring,  Md.,  January  24, 1912. 

Hon.  Russell  B.  Long, 
Chairman,  Committee  on  Finance, 
U.S.  Senate, 
Washington,  B.C. 

Dear  Mr.  Chairman  :  I  appreciated  very  much  the  opportunity  of  appearing 
before  your  Committee  at  the  Hearings  on  H.R.  1  on  January  21. 

I  also  appreciate  the  fact  that  you  are  placing  my  paper  on  the  expansionist 
and  moderate  philosophies  on  Social  Security  ("The  Future  of  Social  Security — 
Is  It  in  Conflict  with  Private  Pension  Plans?"  Pension  and  Welfare  News, 
January  1970)  in  the  record.  You  may  be  interested  in  the  enclosed  paper, 
"Where  Will  the  Pending  Social  Security  Amendments  Take  the  Program?", 
from  the  CLTJ  Journal  for  September  1971.  This  paper  is  an  updating  of  the 
original  paper  and  deals  specifically  with  H.R.  1.  Perhaps  it  might  be  of  value 
to  place  this  article  also  in  the  record. 
Sincerely  yours, 

Bob  Myers. 

Enclosure. 


[From  the  CLU  Journal,  September  14)71] 
Where  Will  the  Pending  Social  Security  Amendments  Take  the  Program? 

(By  Robert  J.  Myers) 

Robert  J.  Myers,  F.S.A.,  F.C.A.8.,  F.C.A.,  M.A.A.A.,  is  now  Pro- 
fessor of  Actuarial  Science  at  Temple  University.  He  also  serves  as 
a  consultant  on  Social  Security  to  the  American  Life  Convention, 
the  National  Association  of  Life  Underwriters,  and  the  American 
Medical  Association.  He  was  Chief  Actuary,  Social  Security  Ad- 
ministration, U.S.  Department  of  Health,  Education,  and  Welfare 
from  19Jft  to  1970  and  was  associated  with  the  U.S.  Social  Security 
program  for  36  years. 

He  often  served  as  a  consultant  to  the  congressional  committees 
which  deal  with  legislation  on  Social  Security. 

He  has  also  acted  as  technical  advisor  to  other  governmental 
retirement  programs  in  this  country  and  in  other  countries.  In  this 
capacity,  he  has  given  technical  assistance  to  help  establish  or 
revise  social  insurance  and  government-employee  retirement  plans 
in  Bolivia,  Colombia,  Cyprus,  Dominican  Republic,  Greece,  Iran, 
Israel,  Japan,  Jordan,  Honduras,  Liberia,  Nicaragua,  Panama, 
Peru,  Ryukyu  islands,  Saudi  Arabia,  Venezuela,  and  Viet  Nam. 

Mr.  Myers  is  a  member  of  many  national  and  international 
professional  organizations  and  in  currently  President-Elect  of  both 
the  Society  of  Actuaries  and  the  American  Academy  of  Actuaries. 
He  also  serves  on  a  number  of  intergovernmental  advisory  com- 
mittees. He  has  written  extensively  on  Social  Security,  demography, 
and  related  subjects  and  has  recently  published  a  book,  Medicare. 
He  has  also  authored  Social  Insurance  and  Allied  Government 
Programs. 

*       *  * 

"You  cannot  bring  about  prosperity  by  discouraging  thrift.  You 
cannot  strengthen  the  weak  by  weakening  the  strong.  You  cannot 
help  the  wage  earner  by  pulling  down  the  wage  payer.  You  cannot 
further  the  brotherhood  of  man  by  encouraging  class  hatred.  You 
cannot  help  the  poor  by  destroying  the  rich.  You  cannot  keep  out  of 
trouble  by  spending  more  than  you  earn.  You  cannot  build  character 
and  courage  by  taking  away  man's  initiative  and  independence.  You 
cannot  help  men  permanently  by  doing  for  them  ivhat  they  could 
and  should  do  for  themselves.'" — Abraham  Lincoln 

The  future  development  of  the  Social  Security  program  naturally  has  a  great 
effect  on  the  private  life  insurance  and  the  private  pension  systems  of  the 
country.  Even  more  important,  what  will  happen  in  the  Social  Security  area  will 
have  great  effect  on  the  nature  and  character  of  our  social  and  economic  lives. 
This  paper  will  be  confined  largely  to  considering  the  cash-benefits  part  of  the 
Social  Security  program — Old-Age,  Survivors,  and  Disability  Insurance 
(OASDI) — and  will  not  discuss  Medicare  or  its  expansion  into  National  Health 
Insurance,  as  is  so  widely  being  dismissed  currently. 

OASDI  and  the  private  insurance  system,  using  the  term  broadly,  can  be 
complementary,  or  they  can  be  competitive.  I  believe  that  in  the  latter  case, 
OASDI  is  bound  to  win  out  in  the  long  run,  and  the  private  insurance  system 
will  be  eliminated,  or  largely  so.  Perhaps,  this  may  be  analogized  to  Gresham's 
Law,  under  which  bad  money  will  always  eventually  drive  out  good  money.  On 
the  other  hand,  if  the  Social  Security  program  is  held  at  a  reasonable  level, 
there  will  be  ample  room  for  the  private  insurance  system  to  flourish  and  to  do  an 
effective  job,  with  the  net  result  being  better  for  the  country  than  if  there  were 
only  an  all-encompassing,  monolithic  Social  Security  system.  In  turn,  within  the 
private  system,  there  should  be  a  good,  reasonable  balance  between  individual 
programs  and  group  programs. 

the  expansionist  philosophy 

There  is  in  this  country  a  dedicated,  well-informed  group  of  individuals  who 
sincerely  believe  that  full  economic  security  for  those  who  can  no  longer  obtain 
their  financial  support  from  current  earnings  should,  for  the  vast  majority  of 
such  persons,  be  provided  by  governmental  programs.  This  result  would,  accord- 
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ing  to  this  philosophy,  largely  be  accomplished  through  a  greatly  expanded  Social 
Security  program.  For  purposes  of  reference,  I  shall  term  those  with  this  view- 
point as  "expansionists." 

None  can  argue  that  it  is  not  desirable  for  persons  who  have  had  the  economic 
risk  of  old-age  retirement,  disability  retirement,  or  death  of  the  breadwinner 
befall  them  to  have  sufficient  economic  security  so  as  to  be  able  to  maintain 
their  previous  level  of  living.  The  expansionists  take  the  simplistic  approach 
that — this  being  the  case — let  us  do  a  complete  and  efficient  job  and  have  a 
governmental  plan  accomplish  the  desired  results. 

Those  who  oppose  the  expansionist  philosophy,  and  instead  believe  in  the  com- 
plementary roles  of  Social  Security  and  the  private  insurance  system,  believe  that 
a  governmentally-imposed  fully-expanded  Social  Security  system  would  produce 
undesirable  results.  They  believe  that  full  economic  security  provided  in  this 
manner  would  be  bad  for  the  character  and  moral  fiber  of  the  nation. 

People  like  to  feel  independent  and  self-reliant,  and  this  feeling  would  certainly 
be  largely  destroyed  under  the  expansionist  approach  to  economic  security.  In 
fact,  this  approach  could  well  move  further  and  further  into  people's  lives  by 
being  applicable  also  during  the  active  working  career.  In  actuality,  people 
nourish  and  mature  under  competitive  conditions,  assuming  that  competition 
has  some  reasonable  restraints  and  that  a  floor  of  protection  is  available  as 
"insurance"  if  risks  are  taken  and  failure  occurs.  There  is  a  considerable  likeli- 
hood that  complete  guarantteed  security  destroys  character  by  creating  boredom 
and  general  lack  of  interest.  Certainly,  there  seems  to  be  some  evidence  of  this 
today  in  our  affluent  society. 

The  expansionist  philosophy  of  Social  Security,  if  followed,  would  necessarily 
lead  to  the  virtual  elimination  of  private-sector  activities  in  the  economic  security 
field.  This,  in  turn,  would  mean  substantially  less  individual  and  group  savings, 
so  that  the  development  of  private  industry  through  the  influx  of  additional 
funds  would  be  handicapped.  The  only  solution  for  private  industrial  develop- 
ment, then,  would  be  to  turn  to  governmental  sources  for  these  funds.  The 
vicious  circle  would  thus  begin — more  governmental  control  of  our  economic  lives, 
perhaps  even  leading  to  more  governmental  ownership  of  the  means  of  produc- 
tion. Such  a  result  would  undoubtedly  not  displease  many  expansionists ! 

The  goal  of  the  expansionists  in  the  OASDI  area  is  quite  simple.  They  believe 
that  benefits  should  be  at  a  level  close  to  take-home  pay  for  virtually  all  workers 
(say  90-95%).  This  would  involve  first  raising  the  maximum  taxable  earnings 
base  now  to  about  $18,000  per  year  and  then  doubling  the  benefit  level  in  one  way 
or  another.  The  benefit  level  can  be  increased  either  directly  by  changing  the 
benefit  formula  or  indirectly  by  such  means  as  increasing  the  number  of  drop- 
out years  in  the  computation  of  average  monthly  wage  for  benefit-calculation 
purposes.  The  expansionists  would  also  broaden  the  scope  of  the  program — and 
thus  its  cost — in  many  ways,  such  as  a  liberalized  definition  of  disability,  a 
reduced  disability  waiting  period,  and  lower  retirement  ages. 

But,  the  problem  of  the  expansionists  is  how  to  finance  the  greatly  increased 
cost.  Raising  the  earnings  base  is  some  help  in  this  direction.  Such  action  has  a 
double  "advantage"  from  the  expansionist  approach,  since  it  both  produces  more 
funds  to  finance  expansions  and  results  in  somewhat  larger  benefits  for  the 
higher-paid  persons,  who  are  apt  to  object  to  such  changes  expanding  the  pro- 
gram. The  main  source  of  financing  expansions  of  the  Social  Security  program, 
however,  must  come  from  general-revenue  financing,  or  more  properly,  govern- 
ment subsidies,  because  the  present  direct  payroll  taxes  are  already  scheduled 
to  go  to  levels  that  are  creating  dissatisfaction  among  workers,  especially  the 
younger  ones. 

Government-subsidy  financing  has  the  attraction  to  the  expansionists  that  it 
makes  the  cost  burden  involved  less  apparent,  and  thus  less  painful,  to  the 
citizenry.  People  clearly  see  payroll  deductions  and  will  object  to  too  high  tax 
rates  and  total  taxes.  Many  persons  may  feel,  however,  that  government  sub- 
sidies come  down  from  the  heavens  or,  at  least,  from  other  people's  pockets  and 
not  their  own,  and  so  they  will  not  oppose  increased  financing  in  this  manner, 
but  rather  will  view  with  approval  the  additional  benefits  provided  as  a  result 
of  this  financing  procedure. 

The  expansionists  sing  several  siren  songs  to  those  who  by  nature  should  oppose 
them.  One  such  song  to  business  is  that  the  complete  expansion  of  Social  Security, 
resulting  in  the  virtual  elimination  of  private  pension  plans,  will  take  one  source 
of  work  and  worry  away  from  business  so  that  it  can  better  be  about  its  own 
direct  affairs.  Another  song  is  that  government  subsidies  will  enable  employer 
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payroll  taxes  to  be  lower  and  thus  result  in  lower  costs  of  production.  Similarly, 
the  expansionists  hope  to  answer  the  complaints  of  young  workers  about  the 
high  payroll  taxes  by  introducing  government  subsidies.  But  one  cannot  get 
away  from  the  hard,  cold  fact  that  large  government  subsidies  to  the  Social 
Security  system  will  involve  general-revenues  taxation  whose  burden  must  fall 
on  the  people  of  the  country  and  on  business  in  one  way  or  another. 

Yet  another  theme  of  the  expansionists  is  that,  in  the  past,  private  pension 
plans,  private  insurance,  and  savings  have  grown  and  flourished  as  the  Social 
Security  program  developed  and  matured  and  that,  therefore,  the  same  thing 
will  happen  in  the  future  if  Social  Security  expands.  Up  to  a  certain  point,  it 
is  true  that  the  private-sector  activities  in  the  economic  security  field  have  flour- 
ished because  there  was  the  floor  of  Social  Security  on  which  to  build.  In  the 
absence  of  a  social  insurance  program,  we  would  almost  certainly  have  a  means- 
test  public  assistance  program  to  take  care  of  needy  people ;  under  these  circum- 
stances, many  people  would  not  have  any  incentive  to  use  private-sector  economic 
security  provisions,  because  anything  that  would  be  accomplished  thereunder 
would  merely  be  lost  by  being  taken  away  from  their  assistance  payments. 

But  the  economic  law  of  diminishing  returns  will  certainly  set  in  as  the  Social 
Security  program  is  expanded,  and  the  role  of  the  private  sector  must  be 
diminished  after  a  certain  point  is  reached.  There  is  no  precise  manner  for 
determining  where  that  point  is,  but  I  believe  that  we  are  now  not  far  from 
it.  Perhaps,  we  may  even  already  have  passed  it. 

With  this  as  a  background,  let  us  examine  where  the  Social  Security  program 
has  gone  in  the  last  few  years,  where  it  is  likely  to  go  in  the  immediate  future, 
and  what  are  the  long-range  prospects. 

DEVELOPMENTS  IN  THE  PAST  TWO  YEARS 

It  may  come  as  a  surprise  to  learn  that  OASDI  has  been  expanded  more  in 
the  last  two  years  than  at  any  time  in  its  35-year  history.  And  this  has  been 
under  an  Administration  which  has  frequently  openly  espoused  the  causes  of  less 
central  government  and  decreased  aggregate  tax  burden  on  individuals.  Let  me 
first  demonstrate  how  this  has  occurred  and  then  why  it  happened. 

When  the  Nixon  Administration  took  office  in  early  1969,  it  surveyed  the  Social 
Security  program  and  found  that  a  number  of  changes  seemed  desirable.  There 
was  then  the  particularly  fortunate  situation  that  a  sizable  actuarial  surplus 
existed,  due  to  favorable  experience  (largely,  the  result  of  rapidly  increasing  wage 
rates  in  the  immediate  past).  Accordingly,  the  Administration  recommended  a 
10%  benefit  increase  (just  sufficient  to  offset  the  rise  in  the  cost  of  living  which 
had  occurred  since  the  previous  benefit  rise)  and  certain  other  changes  in  the 
benefit  provisions. 

The  financing  for  these  changes  could  be  accomplished  from  the  existing  actu- 
arial surplus  and  from  the  effect  of  increasing  the  annual  earnings  base  to  $9,000 
(just  sufficient  to  keep  it  up  to  date  with  the  changed  level  of  earnings),  without 
increasing  the  tax  rates  scheduled  for  the  future.  In  fact,  there  was  sufficient 
financing  available  so  that  part  of  the  OASDI  rates  could  be  shifted  to  the 
Hospital  Insurance  program  under  Medicare  to  bolster  its  financing  without  rais- 
ing the  combined  tax  rates  for  both  programs. 

However,  at  the  end  of  1969,  Congress  (which  was  under  the  control  of  the 
Democrats)  grabbed  the  ball  and  enacted  a  quick,  simple  15%  benefit  increase, 
when  it  was  found  that  this  could  be  done  without  raising  the  tax  rates  or  the 
earnings  base. 

In  developing  its  legislative  program  for  1970,  the  Nixon  Administration 
continued  to  recommend  the  same  benefit  changes  as  it  had  proposed  in  1969,  even 
though  most  of  the  money  available  to  finance  them  had  already  been  spent.  This 
certainly  was  a  case  of  short-sighted  political  thinking — attempting  to  get  the 
credit  for  Social  Security  benefit  changes  and  ignoring  the  long-range  effects  of 
the  necessary  additional  financing.  Under  the  circumstances,  the  fiscally  prudent 
thing  to  do  would  have  been  to  eliminate  some  of  the  proposed  benefit  changes. 
The  situation  was  really  analogous  to  a  person  going  shopping  with  a  certain 
amount  of  money  ;  if  more  is  spent  in  the  first  store  than  was  intended,  then  less 
is  spent  in  the  subsequent  stores. 

When  the  Congress  considered  the  Administration  proposals  for  Social  Security 
benefit  changes  in  1970,  in  the  spirit  of  political  competition  it  added  to  them. 
At  the  same  time,  Congress  responsibly  recognized  the  added  costs  and  provided 
the  financing  therefor  through  higher  scheduled  tax  rates  in  the  long  run.  How- 
ever, no  legislation  was  enacted  in  1970,  because  the  House  and  the  Senate  passed 
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considerably  different  bills,  and  there  was  not  sufficient  time  to  reconcile  the 
differences. 

Then,  in  March  1971,  while  a  wide  variety  of  benefit  changes  was  under  con- 
sideration (including  those  still  being  proposed  by  the  Nixon  Administration, 
despite  the  necessary  higher  financing  required),  the  Congress  enacted  another 
"quickie"  benefit  increase,  this  time  10%  across  the  board.  Changes  in  the  cost 
of  living  justified  a  5%  increase  at  this  time,  and  this  could  have  been  financed, 
on  a  long-range  basis,  with  the  funds  available  from  raising  the  earnings  base  to 
$9,000  and  from  the  actuarial  surplus  shown  in  the  new  cost  estimates,  as  a  result 
of  using  the  current  higher  earnings  levels.  President  Nixon  had  recommended  a 
6%  increase,  but  nonetheless  he  willingly  signed  the  bill  and  acclaimed  it. 

Thus,  in  the  last  two  amendments,  the  benefit  level  was  expanded  about  10% 
over  what  it  should  have  been  if  it  merely  had  kept  up  to  date  with  changes  in 
the  cost  of  living.  This  ratcheting  has  thus  been  a  significant  step  toward  the 
expansionist  goal. 

Numercial  evidence  of  the  expansion  that  has  occurred  in  these  amendments 
may  be  seen  by  considering  the  ratio  of  the  primary  benefit  for  a  person  with 
maxmium  credited  earnings  to  such  earnings.  For  the  period  following  1954,  this 
ratio  had  generally  been  about  31-33%.  However,  under  the  1969  Amendments,  it 
rose  to  38.6%,  and  it  increased  to  39.4%  under  the  amendments  enacted  early  this 
year  (and  it  would  be  39.0%  under  H.R.  1.  whose  provisions  will  be  discussed 
later). 

Why  then  has  all  this  expansion  occurred,  especially  when  an  Administration 
was  in  office  that  has  professed  to  be  conservative  or  moderate  in  social  and 
economic  philosophy?  One  reason  has  been  the  unfortunate  situation  of  the  Execu- 
tive Branch  being  controlled  by  one  political  party  and  the  Legislative  Branch 
being  controlled  by  the  other  one.  This  has  produced  what  is  perhaps  unhealthy 
political  competition,  with  each  party  trying  to  outbid  the  other. 

Then,  too,  I  believe  that  the  Nixon  Administration  has  been  poorly  advised  as  to 
the  long-range  consequences  of  its  actions  and  of  those  of  its  politcial  opposition. 
Its  political  appointees  unfortunately  do  not  include  any  persons  knowledgeable 
in  the  fields  of  employee  benefits  or  insurance  and  tend  to  look  at  only  the  short- 
range  consequences  of  their  decisions.  At  the  same  time,  for  some  strange  reason, 
the  Nixon  Administration  has  not  replaced  the  political  appointees  in  the  Social 
Security  Administration,  who  are  holdovers  from  the  Kennedy-Johnson  Admin- 
istrations. These  political  appointees  naturally  hold  the  expansionist  philosophy 
that  was  espoused  by  the  former  Administrations,  since  they  supported  it  then, 
and  they  seek  in  many  ways  to  sell  it  to  the  present  Administration.  Certainly, 
these  expansionists  cannot  be  expected  to  point  out  the  dangers  inherent  in  the 
course  of  action  which  the  Nixon  Administration  has  taken  in  the  last  two  years  in 
dealing  with  Congress,  which  is  of  the  opposite  political  party.  Instead,  the  SSA 
political  appointees  "impartially"  help  and  encourage  all  factions  by  giving  them 
so-called  technical  assistance  to  "improve"  (i.e.,  expand)  the  Social  Security 
Program. 

CURRENT  OASDI  LEGISLATION 

So,  where  do  we  go  from  here?  The  short-range  picture  looks  very  discouraging, 
both  as  to  what  has  been  enacted  in  the  past  two  years  and  what  is  likely  to  be 
enacted  this  year.  As  this  paper  is  being  written  in  August  1971,  the  House  of 
Representatives  has  passed  a  sweeping  bill,  H.R.  1,  which  significantly  expands 
the  Social  Security  program,  as  well  as  drastically  revising  the  welfare  or  public 
assistance  program.  In  fact,  this  expansion  of  Social  Security  may  be  occurring 
somewhat  unnoticed  because  of  the  controversy  over  the  welfare  provisions  of  the 
bill  and  because  of  the  widespread  public  debate  over  National  Health  Insurance. 

H.R.  1  is  now  being  considered  by  the  Senate  Finance  Committee,  which  will 
hold  extensive  public  hearings  after  the  summer  recess  is  over.  It  is  uncertain 
when  the  Senate  will  act  on  this  bill  and  then  get  together  with  the  House  to  ham- 
mer out  an  acceptable  compromise  of  the  two  versions  of  the  bill.  Considerable 
delay  may  be  involved  in  this  process  because  of  the  controversy  over  the  Welfare 
provisions,  but  it  is  very  likely  that  the  Social  Security  provisions  in  whatever 
legislation  is  finally  enacted  will  not  differ  too  greatly  from  those  in  the  House 
version. 

The  OASDI  benefit  changes  in  H.R.  1  involving  increased  long-range  costs 
include  the  following  major  items  : 

(1)  A  5%  increase  in  benefits,  effective  for  June  1972  (which  is  probably 
just  about  sufficient  to  keep  the  benefits  up  to  date  with  changes  in  the  cost 
of  living) . 
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(2)  A  special  minimum-benefits  provision  (of  up  to  $150  per  month  for 
those  with  long  periods  of  coverage) . 

(3)  An  increase  in  the  widow's  benefit  (to  100%  of  the  primary  benefit* 
for  those  who  first  claim  benefits  at  age  65  or  over) . 

(4)  Increased  benefits  for  those  who  delay  retirement  beyond  age  65  (a  1% 
increase  for  each  year  of  deferment) . 

(5)  Equalization  of  benefit  computations  for  men  and  women  (so  that 
men  have  an  age-62  computation  point,  just  as  women  now  do.) 

(6)  Additional  drop-out  years  in  the  computation  of  average  monthly 
wage  for  benefit  purposes  for  those  with  long  coverage  (namely,  one  addi- 
tional year  for  each  full  15  years  of  covered  employment) . 

(7)  Election  to  receive  actuarially-reduced  benefits  in  one  category  (e.g., 
as  an  insured  worker)  would  not  require  a  simultaneous  such  election  for 
benefits  in  other  categories  (e.g.,  wifes'  or  widow's  benefits) . 

(8)  Liberalization  of  the  earnings  test  (sometimes  referred  to  as  the 
retirement  test),  by  raising  the  annual  exempt  amount  and  by  reducing 
benefits  somewhat  less  for  earnings  in  excess  of  such  exempt  amount. 

(9)  Computing  benefits  for  certain  married  couples  on  the  basis  of  their 
combined  earnings  record,  if  larger  benefits  result. 

(10)  Reduction  in  waiting  period  for  disability  benefits  (by  one  month). 

(11)  A  number  of  miscellaneous  changes,  such  as  continuing  child's  school 
attendance  benefits  beyond  the  22nd  birthday  (to  the  end  of  the  relevant 
semester) . 

The  increase  in  cost  for  the  foregoing  benefit  changes  plus  the  liberalization 
of  the  Hospital  Insurance  program  (discussed  in  the  next  section)  are  equivalent 
to  the  cost  of  an  across-the-board  benefit  increase  of  about  20%.  Thus,  during  the 
Nixon  Administration,  if  H.R.  1  is  enacted  in  the  form  that  it  has  passed  the 
House,  we  will  have  had  benefit  increases  equivalent  to  15%  in  1969,  10%  in 
1971  and  20%  in  1972,  a  cumulative  compounded  increase  of  52%.  This  can  be 
compared  with  the  likely  rise  in  the  cost  of  living  about  28%  between  January 
1967  (when  the  last  previous  benefit  increase  was  first  effective)  to  June  1972 
(when  H.R.  1  would  become  fully  effective).  This  is  further  clear  evidence  of  the 
expansion  that  has,  and  likely  will,  take  place  at  the  Social  Security  program 
in  the  current  Administration. 

This  is  not  to  say  that  all  those  favoring  the  legislative  changes  made  believe 
in  the  expansion  of  the  program  (and  the  concomitant  diminution  of  the  role 
of  the  privae  sector).  Rather,  they  have  been  pushed  into  this  by  the  expansion- 
ists. Perhaps,  one  reason  for  this  is  that  so  little  public  attention  has  been  paid 
to  the  basic  Social  Security  program  (OASDI)  during  the  heated  public  debate 
on  welfare  and  national  health  insurance.  Thus,  the  expansionists  have  made  an 
"end  run"  in  OASDI. 

H.R.  1  also  includes  provisions  for  automatic  adjustment  of  benefit  amounts 
(according  to  changes  in  the  cost  of  living)  and  of  the  annual  exempt  amount  in 
the  earnings  test  and  in  the  taxable  earnings  base  (according  to  changes  in  the 
general  earnings  level).  The  automatic  adjustments  would  not  go  into  effect  for 
any  year  if  Congress  took  legislative  action  on  these  elements  in  (or  for)  the 
previous  year.  No  such  automatic  adjustments  would  be  possible  to  be  effective 
before  1974.  It  is  estimated  that  these  provisions  are  self-financing  and  that  no 
increase  in  the  tax  schedule  would  be  needed  therefor  (unless  experience  were 
unfavorable — i.e.,  the  cost  of  living  rising  at  a  rate  almost  as  large  as  the  in- 
creases in  the  general  earnings  levels) . 

A  small  part  of  the  cost  of  the  OASDI  benefit  changes  would  be  met  by  increas- 
ing the  taxable  earnings  base  to  $10,200,  effective  in  1971.  This  change  is  some- 
what more  than  would  be  necessary  if  the  base  were  increased  only  enough  to 
reflect  the  changes  in  the  general  earnings  level  since  the  present  $7,800  base 
was  instituted  in  1968.  The  remainder  of  the  cost  of  the  various  OASDI  benefit 
changes  would  be  met  by  increasing  the  scheduled  tax  rates  over  the  long-range 
future.  Specifically,  the  present  ultimate  rate  for  OASDI  is  10.3%  for  the 
employer  and  employee  combined,  beginning  in  1976,  and  this  would  be  increased 
by  H.R.  1  to  32.2%  beginning  in  1977.  Somewhat  anomalously,  the  ultimate  tax 
rate  for  self-employed  persons  would  remain  unchanged  (at  7%),  perhaps  to 
placate  this  category,  which  sees  more  clearly  the  taxes  imposed,  because  of  direct 
payment  rather  than  payroll  deduction. 
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THE  10%  CEILING 

For  a  number  of  years,  many  people  believed  that  a  combined  employer-em- 
ployee tax  rate  of  10%  for  OASDI  should  be  the  highest  rate  ever  scheduled. 
Senator  Abraham  Ribieoff  of  Connecticut,  when  he  was  Secretary  of  Health, 
Educadon,  and  Welfare  in  the  early  1960's,  several  times  stated  before  Con- 
gressiv  tnal  committees  that  a  10%  rate  was  the  absolute  maximum  that  should 
ever  be  scheduled.  Interestingly  enough,  when  this  10%  limit  was  breached  by 
the  amendments  enacted  early  this  year  (since  this  was  necessary  to  finance  the 
10%  benefit  increase,  as  against  a  5.6%  one,  which  could  have  been  financed 
without  going  through  the  10%  ceiling),  no  mention  of  this  was  made  in  the 
halls  of  Congress  or  by  the  public  press. 

I  do  not  believe  that  there  is  anything  "sacred"  about  a  specific  10%  limit  on 
the  combined  employer-employee  tax  rate  for  OASDI,  but  I  do  believe  that  going 
beyond  this  point  should  be  done  with  great  caution  and  only  for  reasons  of  urgent 
necessity.  Most  of  the  benefit  changes  in  H.R.  1  are  desirable  or  attractive  in 
themselves,  but  in  the  aggregate  there  is  a  serious  question  of  whether  all  of 
them  are  really  worthwhile  and  should  be  made  in  view  of  the  significantly 
increased  cost  of  the  program  and  the  resulting  higher  ultimate  tax  rates  required. 

CURRENT  MEDICARE  LEGISLATION 

H.R.  1  also  contains  some  significant  changes  in  the  Medicare  program.  These 
will  be  discussed  here  only  as  they  affect  the  overall  tax  rates  for  OASDI  and 
the  Hospital  Insurance  (HI)  portion  of  Medicare  combined. 

Additional  financing  is  needed  for  the  existing  HI  program,  because  hospital 
costs  have  risen  (and  will  likely  continue  to  rise)  so  much  more  rapidly  than 
was  assumed  in  the  actuarial  cost  estimates  on  which  the  present  tax  schedule 
is  based.  In  addition,  H.R.  1  involves  new  additional  costs  for  the  HI  system  as 
a  result  of  including  thereunder  disabled  beneficiaries  who  have  been  on  the 
OASDI  benefit  rolls  for  at  least  two  years. 

Part  of  the  necessary  additional  financing  comes  from  the  increase  in  the 
taxable  earnings  base,  which  naturally  must  be  the  same  for  HI  as  for  OASDI. 
Rut  most  of  the  necessary  financing  comes  from  raising  the  tax  rates.  Thus,  the 
ultimate  combined  employer-employee  tax  rate  is  increased  from  1.8%  (for  1987 
and  after)  to  2.6%  (for  1977  and  after).  The  ultimate  tax  rate  for  self-employed 
persons  would  rise  from  0.9%  to  1.3%. 

TOTAL  TAX  BURDEN  FOR  OASDI  AND  HI 

Under  H.R.  1,  the  combined  employer-employee  tax  rate  for  OASDI  and  HI 
together  would  be  14.8%,  beginning  in  1977.  This  is  a  sharp  increase  (22%)  over 
the  ultimate  rate  of  12.1%  (beginning  in  1987)  under  present  law.  The  corres- 
ponding ultimate  rate  for  the  self-employed  under  H.R.  1  would  be  8.3%,  as 
against  7.9%  under  present  law,  a  relative  increase  of  only  5%,  thus  shifting 
more  of  the  benefit  cost  for  this  group  over  to  the  employer-employee  group 
(so  as  to  lessen  objections  to  the  high  visible  tax  rates  on  the  self-employed). 

WHERE  DOES  THE  SOCIAL  SECURITY  PROGRAM   GO  FROM  HERE? 

An  ultimate  combined  employer-employee  tax  rate  of  almost  15%  of  taxable 
payroll  would  seem  to  restrict  significantly  the  area  for  future  growth  and  devel- 
opment— perhaps,  even  the  maintenance — of  the  private  pension,  insurance,  and 
savings  sector.  And  this  level  of  taxes  is  by  no  means  the  end  of  the  ambitions 
and  aims  of  the  expansionists. 

Congressman  John  W.  Byrnes,  ranking  minority  member  of  the  House  Ways 
and  Means  Committee,  made  the  following  significant  statement  about  the  payroll 
tax  burden  under  the  Social  Security  program  during  the  debate  on  H.R.  1 
{Congressional  Record,  June  22, 1971,  page  H5594)  : 

"Let  me  again,  as  I  have  in  the  past,  emphasize  that  the  benefit  increase  and 
program  improvements  contained  in  the  bill  require  increases  in  both  the  wage 
base  and  the  tax  rates.  We  simply  must  give  as  much  attention  to  the  burden 
we  are  imposing  as  to  the  benefits  we  are  dispensing. 

"The  tax  increase  we  have  enacted  in  recent  years  and  are  recommending  in 
this  bill  make  payroll  taxes  a  heavier  burden  for  most  taxpayers  than  the  income 
tax.  .  .  . 
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"I  believe  we  have  gone  about  as  far  as  we  can  or  ought  to  go  in  imposing  pay- 
roll tax  burdens.  Future  liberalization  in  the  program  must  be  weighed  very,  very 
carefully  against  increases  in  the  tax  burden  that  they  will  require.  In  view  of 
the  regressive  nature  of  the  payroll  tax  when  considered  apart  from  a  wage- 
related  benefit  schedule  future  amendments  must  place  a  high  premium  on  im- 
proving individual  equity  and  strengthening  the  insurance  character  of  the 
program.  .  .  . 

"We  simply  must  remember  that  the  income  that  a  worker  can  currently  devote 
to  further  contingencies  is  limited  by  his  ability  to  meet  the  immediate  needs  of 
his  family.  If  the  cost  of  social  security  cuts  too  deeply  into  daily  living  require- 
ments, people  will  begin  to  make  unfavorable  comparisons  between  current  costs 
and  distant  benefits.  If  the  time  ever  comes  that  current  workers  are  unwilling 
to  bear  the  cost  of  providing  benefits  to  current  retirees,  the  social  security  sys- 
tem will  be  in  real  danger  and  those  who  will  stand  to  lose  most  will  be  the 
current  beneficiaries." 

These  are  indeed  thoughtful  words  which  deserve  the  careful  attention  of 
persons  who  are  concerned  about  the  future  development  of  the  Social  Security 
program  and  its  relationship  with  private-sector  activities  in  the  economic  security 
field.  In  fact,  one  might  well  wonder  whether  H.R.  1  has  not  already  gone  too 
far  in  imposing  payroll  tax  burdens. 

The  expansionists  might  well  enthusiastically  agree  that  payroll  tax  levels 
are  too  high  or  that  they  should  not  go  higher  in  the  future.  They  will  then  rush 
in  with  the  salvation  and  solution  of  government  subsidies  so  as  to  "take  the 
burden  away  from  payroll  taxes  and  thus  off  of  the  workers  and  employers  who 
pay  them."  Those  in  favor  of  a  moderate  level  of  Social  Security  benefits  and  of 
private-sector  activities  supplementing  a  governmental  floor  of  protection  should 
be  fully  aware  of  this  trap. 

What  can  be  done  about  these  potential  dangers?  I  am  convincd  that,  in  order 
to  maintain  our  pluralistic  system  of  providing  economic  security  for  the  vast 
bulk  of  the  population,  those  who  are  convinced  of  the  desirability — even  neces- 
sity— of  this  approach  must  try  hard  to  bring  this  viewpoint  to  the  attention  of 
the  public.  The  moderates — whether  they  like  it  or  not — must  devote  more  time 
to  the  general  situation  and  thus  possibly  less  time  to  their  own  personal  busi- 
ness. Or  else,  they  will,  in  the  long  run,  not  have  any  personal  business.  In  my 
view,  the  insurance  industry  (as  well  as  many  other  interested  parties)  should 
actively  and  aggressively  seek  to  educate  the  public  as  the  dangers  of  the  ex- 
pansionist approach — even  though  they  might  be  accused  of  only  trying  to  look 
after  their  own  interests,  when  in  reality  the  best  interests  of  the  country  would 
be  enhanced  by  such  action. 

The  Chairman.  The  next  witness  will  be  Richard  Smith,  supervisor, 
Prince  Georges  County  Department  of  Social  Services. 

We  are  pleased  to  have  you  and  we  are  interested  in  your  efforts  to 
prevent  fraud  in  the  handling  of  your  program ;  and  we  congratulate 
you  on  exposing  fraud  where  you  come  across  it  and  we  are  pleased  to 
have  your  statement. 

STATEMENT  OF  RICHARD  S.  SMITH,  WELFARE  SUPERVISOR, 
PRINCE  GEORGES  COUNTY,  MD.,  DEPARTMENT  OF  SOCIAL 
SCIENCES 

Mr.  Smith.  Thank  you,  Mr.  Chairman.  I  hope  these  cases  I  present 
will  have  some  bearing  on  the  present  bill.  This  gives  somewhat  of  an 
idea  of  what  can  happen  under  the  present  system.  I  don't  think  this 
is  a  common  occurrence,  let  me  say  first  of  all. 

In  mid- January  1971,  I  began  to  notice  an  odd  coincidence:  a  large 
number  of  applications  I  was  reviewing  as  supervisor  listed  twins. 
Since  all  our  agency  had  as  verification  was  the  affidavit  of  the  client, 
I  became  suspicious  that  clients  might  be  adding  fictitious  children  to 
the  application  to  increase  the  amount  of  the  grant. 

We  then  pulled  eight  cases  and  wrote  to  them  asking  them  to  give 
us  the  place  of  birth  for  the  children  so  we  could  verify  their  birth 
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and  told  them  we  would  be  forced  to  suspend  their  check  if  we  did 
not  receive  this  information  by  a  certain  specified  date.  Four  of  the 
letters  were  returned  "no  such  street  or  street  number ;"  three  were 
returned  "addresses  unknown;"  and  one  client  failed  to  respond.  All 
of  these  cases  were  subsequently  closed. 

After  we  found  we  had  been  defrauded  in  this  fashion,  we  verified 
births  of  all  twins  on  the  affidavit  application  not  clear  and  checked 
their  addresses  with  the  Park  and  Planning  Commission.  Between 
approximately  January  19, 1971,  and  May  21, 1971,  we  rejected  at  least 
14  applications  because  of  suspected  fraud ;  either  the  address  did  not 
exist,  the  children  weren't  born  where  they  were  supposed  to  be,  or  the 
children  were  not  residing  with  the  person  applying  for  them. 

Because  of  similarities  in  the  situations  presented,  we  suspected  it 
was  an  organized  effort  to  defraud  us.  The  women  generally  came  in 
with  a  handwritten  note  from  their  landlord  saying  they  had  kept 
them  as  long  as  they  could  without  them  paying  rent  so  they  were 
evicting  them.  This  necessitated  us  seeing  them  immediately  and  giv- 
ing them  a  check  that  day.  They  were  all  between  the  ages  of  20  and  29 
and  generally  had  at  least  four  children  who  usually  were  all  preschool 
age.  We  think  this  was  so  we  couldmt  verify  through  the  school  their 
existence,  residence,  or  who  their  guardian  was. 

On  April  20,  1971,  Mr.  Weilheimer,  one  of  my  social  workers,  while 
interviewing  a  Corrine  Williams  ascertained  she  did  not  live  where 
she  said  she  lived  nor  were  her  children  born  where  she  stated.  She 
then  told  us  she  had  been  sent  in  by  a  "Red  Willie"'  with  the  informa- 
tion needed  to  receive  assistance  and  was  to  split  the  money  with  him. 
On  this  date  we  then  notified  the  other  metropolitan  counties  of  Mary- 
land to  be  on  the  lookout  for  this  pattern  in  their  application  and 
emergency  unit. 

Shortly  thereafter,  the  Examinations  and  Compliance  Department 
of  the  District  of  Columbia  Department  of  Human  Resources  sent  us 
a  report  on  one  of  our  clients  named  Harris  who  was  receiving  as- 
sistance in  Maryland  and  in  the  District  of  Columbia.  The  worker 
handling  the  letter  "H"  noticed  a  large  amount  of  returned  mail  with 
the  last  name  "Harris" ;  later  other  workers  noticed  certain  cases  had 
a  large  amount  of  undeliverable  mail. 

The  typical  situation  was  that  the  check  was  deliverable  but  all 
other  mail  wasn't.  Our  public  assistance  checks  are  mailed  out  on  a 
certain  specified  date  every  month. 

The  interim  change  units  then  started  to  request  verification  of  ad- 
dress and  occasionally  birth  when  mail  was  returned  "address  un- 
known." We  found  approximately  24  such  cases.  Again,  these  cases 
conformed  largely  to  the  earlier  pattern  of  young  women  with  a  large 
number  of  preschool  children.  As  a  result  of  requiring  further  verifi- 
cations, these  24  cases  were  closed. 

Previously  we  had  assumed  that  those  putting  in  fraudulent  appli- 
cations were  just  receiving  one  emergency  check,  but  we  now  knew 
several  had  received  more  than  one.  We  thought  then  we  needed  to 
review  all  of  the  applications  in  the  files  from  December  1970  to  the 
early  part  of  May  1971.  We  did  this,  pulling  any  highly  suspicious 
applications,  and  wrote  letters  asking  the  place  of  birth  of  the  chil- 
dren so  we  could  verify  their  birth. 
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Of  the  14  cases  I  still  have  that  we  reviewed,  one  woman  missed  the 
birth  dates  of  her  children  by  over  4  years  each  over  the  phone,  com- 
pared to  the  dates  on  her  application ;  one  asked  for  an  appointment 
but  didn't  keep  it;  two  letters  were  returned  "address  unknown"; 
three  of  the  births  didn't  take  place  at  the  hospital  listed ;  and  in  four 
cases  there  was  no  response  to  the  letter.  These  cases  were  subse- 
quently closed. 

Baltimore  City  began  an  investigation  of  suspected  fraud  shortly 
after  receiving  our  April  1971  memorandum  and  they  found  ap- 
proximately six  clients  who  had  received  assistance  in  both  our  coun- 
ty and  Baltimore  City  concurrently.  These  individuals  were  later  in- 
dicted in  Baltimore  City.  One  of  the  women  indicted  received  assist- 
ance in  Washington,  D.C.,  received  assistance  under  at  least  two 
names  in  our  county,  received  one  grant  in  Baltimore  City  while  her 
husband  received  two  grants  in  our  county  and  one  in  Baltimore  City. 
Although  they  did  not  receive  all  of  these  grants  simultaneously  they 
did  receive  at  least  four  assistance  grants  at  one  time. 

A  review  of  the  addresses  used  in  the  suspected  fraud  cases  showed 
two  specific  addresses  in  our  county  were  used  in  five  separate  cases 
each  to  receive  assistance.  Six  addresses  appeared  more  than  once  in 
the  cases  we  suspected  of  fraud. 

It  is  my  opinion,  however,  after  reading  H.R.  1,  that  its  provisions, 
if  fully  carried  out,  would  make  it  nearly  impossible  to  commit  the 
type  of  organized  fraud  we  experienced  and  would  greatly  reduce  the 
most  common  types  of  fraud. 

I  also  think,  however,  that  there  should  be  special  provisions  mak- 
ing it  a  felony  to  put  in  more  than  one  application  with  intent  to  de- 
fraud by  fraudulent  information. 

The  Chairman.  What  do  you  think  there  is  in  H.R.  1  that  would 
prevent  the  same  type  of  fraud  from  occurring  in  the  future  that  oc- 
curred in  your  office  ? 

Mr.  Smith.  Well,  I  think  the  biggest  thing  is  it  would  be  tied  into 
the  social  security  number.  Currently,  you  can  use  legitimate  infor- 
mation except  for  the  address,  you  know,  your  own  birth  certificate 
and  your  children's  birth  certificate  and  receive  assistance  in  every 
county  in  the  State  of  Maryland  and  Washington,  D.C.,  and  some  of 
the  Virginia  counties,  and  because  of  the  fact  that  there  is  no  central 
listing  of  this  social  security  number  you  would  have  a,  good  chance  of 
not  being  found  out. 

Also,  H.R.  1  calls  for  a  verification.  The  State  of  Maryland,  I 
think — 50  percent  of  the  States  use  an  affidavit  system. 

Could  I  go  a  little  further  into  this  ? 

The  Chairman.  Yes. 

Mr.  Smith.  Currently  the  State  of  Maryland  is  trying  to,  through 
our  unemployment  compensation  records,  to  ascertain  who  is  working 
and  what  the  amount  of  money  they  received  from  working  is.  This 
is  good  for  the  State  of  Maryland  but  it  naturally  does  not  give  us 
the  record  from  Washington,  D.C.,  and  because  of  the  fact  we  are  not 
tied  into  the  Social  Security  Administration,  we  cannot  ascertain  if  one 
is  giving  us  the  exact  social  security  number. 

The  Chairman.  All  right.  Are  you  aware  of  the  fact  that  a  person 
can  have  more  than  one  social  security  number  ? 
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Mr.  Smith.  Definitely.  I  think  this  can  be — this  system  does  not 
preclude  fraud ;  H.R.  1  does  not  preclude  fraud  entirely.  It  makes  it 
a  great  deal  more  difficult.  You  could  still  commit  fraud  but  you 
would  have  to  have  in  the  case  of  family  assistance  fraudulent  birth 
certificates,  too. 

The  Chairman.  Would  you  favor  limiting  each  applicant  to  one 
social  security  number? 

Mr.  Smith.  I  indeed  do.  If  it  were  feasible  I  would  like  to  see  the 
social  security  number  tied  in  with  the  basic  data  which  are  the  birth 
records  of  the  various  States ;  but  I  don't  know  how  fiscally  feasible 
it  is. 

The  Chairman.  It  seems  to  me  the  way  we  are  getting  the  worst 
of  it  in  this  family  program,  has  to  do  with  fathers  who  have  an  ob- 
ligation to  support  their  family  but  who  do  not.  Those  fathers  should 
first  be  sued  for  support.  First  we  should  try  to  get  them  to  volun- 
tarily agree  that  they  are  the  father  and  then  agree  to  support  their 
children.  If  they  don't  do  that,  you  ought  to  proceed  legally  to  have 
them  declared  to  be  the  father  and  then  to  get  a  court  order  requiring 
them  to  pay  support  to  their  children. 

I  was  told  by  the  welfare  director  of  my  State  no  later  than  last 
night  that  the  HEW  regulation  requires  them  to  put  the  family  on 
welfare  rolls  under  the  AFDC  program  even  though  the  father  is  able 
to  support  this  family  where  the  father  is  not  married  to  the  mother 
even  though  he  is  living  in  the  home  and  merely  says  he  is  not  paying 
anything  to  support  his  own  children. 

It  would  seem  to  me  the  answer  there  should  be  you  first  ought  to 
require  him  to  make  a  proper  contribution  to  the  support  of  that  family 
and  only  then  after  he  has  made  that  contribution  should  Uncle  Sam 
be  required,  and  the  State  required,  to  pay  something  to  support  that 
family.  Is  that  the  present  regulation  as  you  understand  it  ? 

Mr.  Smith.  Let  me  comment  on  the  various  parts.  I  am  not  sure 
how  this  would  cut  down  on  welfare  per  se.  In  the  State  of  Maryland 
there  has  to  be  physical  absence  before  we  can  assist  an  AFDC  client. 
But  we  were  mentioning  before,  I  think,  during  the  hearing,  the  diffi- 
culty in  getting  nonsupport.  Let  me  just  introduce,  if  I  can,  a  circular 
letter  dated  January  12, 1972,  from  our  State  Department  which  says : 

On  Monday,  January  10,  1972,  the  United  States  District  Court  for  the  District 
of  Maryland,  in  Magness  et  al.  versus  Davidson,  declared  the  provisions  of  the 
Programs  Manual  of  this  Administration  to  be  null  and  void  under  Maryland  law 
insofar  as  they  require  an  applicant  for  Aid  for  Families  with  Dependent  Chil- 
dren to  herself  initiate  either  paternity  or  non-support  proceedings  against  the 
father  of  the  child  for  whom  assistance  is  sought  and,  if  she  herself  be  a  minor 
who  is  seeking  assistance  for  herself,  against  her  own  parents.  This  is  clearly 
a  sound  legal  decision  and  we  do  not  intend  to  appeal. 

Attached  is  an  analysis  of  the  applicable  law. 

Moreover,  we  note  that  there  is  presently  no  rule  requiring  such  an  applicant 
to  identify  the  father  of  the  child.  Accordingly,  to  the  extent  that  the  provisions 
of  the  Programs  volumes  require  the  identity  of  the  father,  such  requirements  are 
similarly  invalid  and  unenforceable. 

So  in  short,  someone  comes  in  and  lies  and  does  not  want  to  tell  us 
who  the  father  of  her  children  is,  we  have  no  recourse  to  that. 

The  Chairman.  Is  that  the  Department  of  Health,  Education,  and 
Welfare  telling  you  that  ? 

Mr.  Smith.  No,  that  is  the  U.S.  District  Court  for  the  District  of 
Maryland  telling  us  that.  Insofar  as  those  courts  have  undertaken  to 
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construe  this  act  of  Congress  as  saying  that  a  mother  can  get  that  money 
and  live  off  the  public,  and  put  all  her  children  on  Uncle  Sam's  door- 
step for  us  to  support  and  require  us  to  support  them  for  a  lifetime. 

The  Chairman.  If  I  have  any  influence,  we  are  going  to  strike  down 
those  court  decisions  because  it  is  an  outrage  that  people  can  have  chil- 
dren and  put  them  on  Uncle  Sam's  doorstep  without  first  doing  what 
you  have  a  right  to  expect  of  the  parents.  Does  that  make  sense  to  you 
or  not  ? 

Mr.  Smith.  I  agree  with  you.  I  am  not  exactly  sure  on  what  this 
decision  was  based  because  I  am  not  a  lawyer.  It  may  be  based  on  Mary- 
land law  but  the  brief  sent  to  us  was  that  this  was  the  Federal  court 
rule  in  50  States. 

The  Chairman.  Further,  I  am  told  by  the  welfare  director  of  my 
State  that  the  HEW  people,  either  by  regulation  or  by  practice  have 
told  our  people,  the  State  people,  that  they  can't  even  go  around  and 
inquire  of  the  neighbors  of  the  eligibility  of  a  person  who  is  on  welfare 
unless  they  first  get  the  clearance  from  the  welfare  client  who  may  be  a 
cheater,  for  example — get  that  person's  permission  to  go  ask  his  neigh- 
bors about  his  circumstances ;  is  that  right  or  wrong  ? 

Mr.  Smith.  I  am  not  sure  about  how  it  works  in  Louisiana,  Senator. 
In  Maryland  we  still  have  to  get  this — if  they  are  unwilling  to  let  us 
proceed  we  can  suspend  their  check,  however.  But  there  are — we  can- 
not investigate  a  client  without  their  permission. 

The  Chairman.  I  understand  that  is  a  department  regulation.  Is  it 
clear  on  the  face  of  it,  Tom  ?  Now  that  is  just  like  saying  that  if  some- 
body is  guilty  of  theft  you  cannot  investigate  the  fact  of  the  theft  with- 
out the  consent  of  the  thief  which,  as  a  way  of  handling  taxpayers' 
money,  makes  me  think  that  the  person  handling  it  ought  to  be  in  jail 
along  with  the  thief. 

(An  excerpt  from  the  Federal  Register,  vol.  36,  no.  40 — Saturday, 
Feb.  27, 1971,  follows:) 

Part  206 — Application,  Determination  of  Eligibility  and  Furnishing  Assistance — 
Public  Assistance  Programs 

4.  Part  206  is  added  as  follows  : 
§  206.10    Application,  determination  of  eligibility  and  furnishing  of  assistance. 

(a)  State  plan  requirements.  A  State  plan  under  title  I,  IV-A,  X,  XIV,  XVI,  or  XIX  of 
the  Social  Security  Act  must  provide  that : 

(12)  In  determining  initial  and  continuing  eligibility  : 

(i)  Applicants  and  recipients  will  be  relied  upon  as  the  primary  source  of  informa- 
tion in  making  the  decision  about  their  eligibility. 

(ii)  The  agency  will  help  applicants  and  recipients  provide  needed  information,  as  neces- 
sary, or  will  obtain  the  information  for  them  if,  because  of  physical,  mental,  or  other 
difficulties,  they  themselves  are  unable  to  provide  it. 

(iii)  Verification  of  circumstances  pertaining  to  eligibility  will  be  limited  to  what  is 
reasonably  necessary  to  ensure  the  legality  of  expenditures  under  this  program. 

Under  the  requirements  of  this  subparagraph  : 

(a)  The  agency  takes  no  steps  in  the  exploration  of  eligibility  to  which  the  applicant 
or  recipient  does  not  agree.  It  obtains  specific  consent  for  outside  contacts,  gives  a  clear 
explanation  of  what  information  is  desired,  why  it  is  needed,  and  how  it  will  be  used  ; 

(b)  If  other  procedures  are  followed  in  an  exceptional  situation,  they  are  consistent 
with  subparagraph  (10)  of  this  paragraph,  and  the  case  record  specifies  what  procedures 
were  followed  and  why  they  were  needed  ; 

(e)  When  information  available  from  the  applicant  or  recipient  is  inconclusive  and 
does  net  support  a  decision  of  eligibility,  the  agency  explains  to  the  individual  what  ques- 
tions remain  and  how  he  can  resolve  or  help  to  resolve  them,  what  actions  the  agency  can 
take  to  resolve  them  and  the  need  for  their  resolution  if  eligibility  is  to  be  established  or 
reconfirmed.  If  the  individual  is  unwilling  to  have  the  agency  seek  verifying  information, 
the  agency,  unable  to  determine  that  eligibility  exists,  denies  or  terminates  assistance  ; 

(d)  If  a  simplified  method  is  used  in  the  determination  and  redetermination  of  eligibility, 
the  requirements  of  §  205.20  of  this  chapter  apply. 

*  *  *  *  *  *  * 
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The  Chairman.  Now,  wouldn't  it  seem  more  logical  that  wherever 
we  have  cause  or  suspected  that  a  person  is  ineligible  to  be  on  the  rolls 
we  ought  to  have  complete  freedom  to  look  into  the  facts  of  the  case 
and  if  the  person  does  not  want  to  cooperate  at  a  minimum  they  ought 
to  be  removed  from  the  rolls  ? 

Mr.  Smith.  Yes.  I  think  this  regulation  has  to  do  with  what  was 
at  one  time  some  harassment  of  clients.  I  think  collateral  contacts,  if 
judiciously  taken,  in  the  State  of  Maryland  application  they  do  state 
that  they  understand  that  we  may  dig — I  wouldn't  say  dig — but  delve 
deeper  into  the  situation.  However,  we  still  have  to  get  a  verification. 

There  has  been  an  appeal  because  there  was  harassment  in  one  case 
which  was  valid  where  someone  investigated  a  client  he  might  state, 
"I  think  it  is  a  question  of  judgment." 

The  Chairman.  It  would  seem  to  me  that  if  I  had  some  doubt  that 
a  person  lives  at  a  certain  location,  and  if  I  am  having  to  support  the 
person  with  my  own  personal  money,  and  I  doubt  the  person  lives 
there,  and  doubt  the  person  even  lives  in  the  State,  I  don't  know  why 
I  shouldn't  have  the  privilege  to  go  there  around  8  :30  at  night  and  just 
tap  on  the  door  and  see  if  he  lives  in  that  house  or  if  that  person  is 
known  there. 

Can  you  do  it  that  way  in  Maryland  ? 

Mr.  Smith.  Well,  our  State,  and  I  think  only  Baltimore  City  has 
any  investigators  whatsoever,  essentially  we  have  to  operate  on  what 
we  can  find  in  the  way  of  written  evidence  such  as  we  know  leases  by 
landlords  who  is — in  whose  name  is  the  lease  of  the  apartment,  et 
cetera. 

The  Chairman.  Why  is  it  that  only  Baltimore  has  any  investi- 
gators whatsoever  ? 

Mr.  Smith.  I  am  not  sure  of  this,  Senator.  We  could  certainly  have 
used  one  at  the  time  we  had  the  problem  of  fraud  in  Prince  Georges 
County.  This  is  an  ongoing  problem  and  we  had  someone  put  in — 
connected  with  the  same  ring — put  in  an  application  as  late  as  last 
Wednesday. 

The  Chairman.  Finally,  I  am  told  this  quality  control  procedure 
is  not  really  calculated  to  catch  fraud  at  all;  it  is  not  designed  for 
that  purpose,  and  if  you  detect  fraud  with  the  quality  control  thing 
it  is  just  a  happenstance;  it  is  not  because  it  was  designed  to  under- 
cover fraud  at  all ;  is  that  correct  or  not  ? 

Mr.  Smith.  Well,  the  quality  control  is  designed  to  see  what  the 
fraud  rate  is  in  a  State. 

The  Chairman.  For  what? 

Mr.  Smith.  It  pulls  a  random  sample,  say,  in  the  State  of  Maryland 
of  10  percent.  It  is  not  designed  to,  you  know,  investigate  fraud  cases. 
They  take  a  random  sample  and  those  are  the  only  cases  they  will  delve 
into ;  they  are,  as  I  say,  set  up  just  to  tell  us  what  the  fraud  rate  is,  not 
to  investigate  cases  of  fraud. 

The  Chairman.  Thank  you  very  much. 

Any  questions  ? 

Senator  Jordan.  Mr.  Smith,  according  to  a  press  release  that  you 
supplied  us  here,  you  said  that  you  were  going  to  check  social  security 
numbers  of  recipients  against  computerized  records.  Did  you  do  that '( 

Mr.  Smith.  We  have  started  to  do  this.  It  is  a  large  undertaking  and 
somewhat  because  of  the  way  the  Federal  financing  of  State  employees 
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are  set  up,  we  are  understaffed.  Baltimore  City  has  done  this.  They 
found  somewhat  over  20  percent  of  the  people  on  assistance  are  work- 
ing and  they  have  taken  measures  to  try  to  clarify  this. 

In  our  county,  we  are  trying  to  negotiate  presently  now  to  be  able 
to  reciprocate  with  Washington,  D.C.,  their  records,  since  our  county 
does  adjoin  Washington,  and  I  would  say  probably  half  the  people  of 
our  county  work  in  Washington,  D.C.,  but  we  do  plan  to  check  every- 
one's social  security  number  against  the  wage  record  for  unemploy- 
ment compensation  in  Baltimore. 

Senator  J ordan.  Have  you  gone  far  enough  to  know  what  percent- 
age of  the  cases  involve  fraud  or  misrepresentation  ? 

Mr.  Smith.  We,  as  I  say — the  place  where  they  have  done  this 
most  extensively  is  in  Baltimore  City.  It  is  very  hard  to  find  out  much 
information  about  this.  The  Governor  of  the  State  of  Maryland, 
Hon.  Marvin  Mandel,  and  our  secretary  had  a  falling  out  over  exactly 
what  the  figures  are,  and  I  would  presume  they  are  somewhat  classified 
information ;  they  have  not  fallen  my  way. 

Senator  Jordan.  Thank  you. 

Senator  Anderson.  Can  you  say  what  the  falling  out  was?  What 
was  it  ? 

The  Chairman.  What  the  falling  out  was  ? 

Mr.  Smith.  Well,  the  Governor  said  they  could  reduce  the  budget 
$10  million  by  taking  all  the  people  who  were  earning  money  or  other- 
wise receiving  overpayments  or  straight-out  defrauding  the  system. 
Mrs.  Davidson  said,  I  think,  the  figure  was  $5  million. 

The  Chairman.  Well,  let  me  ask  you  this :  Do  you  think  it  would 
be  desirable  that  every  State  have  a  fraud  unit  that  would  at  least 
make  a  spot  check  to  see  to  what  degree  frauds  existed  within  that 
program  ? 

Mr.  Smith.  I  think  it  would  be  good  if  you  could  have  one  capable 
fraud  unit.  I  think  though  the  thing  which  we  find — we  are  finding, 
I  think,  more  overpayments  with  the  social  security  numbers  than  we 
found  in  any  other  method.  I  think  the  records  we  really  need  so  far  as 
locating  absent  parents,  as  far  as  finding  what  people's  incomes  are, 
are  the  records  the  Federal  Government  has. 

The  Chairman.  Here  is  the  thing  that  concerns  me  about  all  this : 
You  just  testified  here  that  in  Maryland,  outside  the  city  of  Baltimore, 
there  is  no  investigator  at  all  in  the  program  to  investigate  fraud  and 
I  see  you  nodding  that  that  is  correct. 

Now,  I  can  tell  you  about  that  program  in  my  State.  In  a  rural  area 
where  I  live,  among  those  who  appear  to  be  on  welfare,  most  of  them 
shouldn't  be  there  at  all.  Most  of  them  have  employment  opportuni- 
ties available,  and  those  men  were  working  up  until  they  managed  to 
get  their  families  on  welfare.  Since  that  time  they  have  quit  working — 
I  will  concede  that — so  they  may  have  some  need  for  it  since  they 
quit  their  jobs,  but  prior  to  the  time  they  quit  their  jobs  the  families 
were  not  eligible  for  welfare. 

Now,  it  would  seem  to  me  that  at  a  minimum  we  ought  to  investigate 
on  a  spot-check  basis  to  see  whether  there  appears  to  be  widespread 
fraud  in  this  program  and  if  there  is,  then  we  ought  to  investigate  it 
closely  enough  to  do  something  about  it.  Otherwise,  I  don't  see  how  we 
can  give  the  taxpayers  a  fair  run  for  their  money. 
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What  would  be  the  answer  to  this  situation  where  the  mother  has 
adequate  support  available  to  her,  from  a  father  who  is  earning 
enough  ?  Lawyers  tell  me  a  paternity  is  the  easiest  kind  of  lawsuit  to 
win ;  simply  sue  the  father  of  the  children  and  have  him  declared  to 
be  the  father  in  order  to  pay  support  when  he  is  making  plenty  enough 
money  to  where  he  could  make  a  contribution. 

Mr.  Smith.  There  are  problems  in  this,  too,  Senator.  Our  State's  at- 
torney will  not  take  a  nonsupport  action  into  court  if  the  father  is 
paying  as  little  as  $1  a  month.  He  claims  this  is  no  longer  criminal 
nonsupport. 

Senator  Anderson.  Who  authorized  that  ? 

Mr.  Smith.  He  is  an  elected  official.  The  people  who  elected  him,  I 
guess,  authorized  that.  Yes,  we  have  a  problem. 

Senator  Anderson.  Don't  you  think  he  has  the  responsibility  ? 

Mr.  Smith.  We  have  disagreed  with  his  decision  for  a  long  time  but 
we  have  no  power  to  control  our  State's  attorney. 

Senator  Anderson.  Have  you  asked  for  it  ? 

Mr.  Smith.  That  would  entail  actually  restructuring  of  the  county 
system  of  government  in  the  State  of  Maryland. 

Senator  Anderson.  Then  you  are  not  in  favor  of  administering  the 
law? 

Mr.  Smith.  We  are  in  favor  of  it,  definitely. 

Senator  Anderson.  What  have  you  done,  then  ? 

Mr.  Smith.  Well,  we  are  doing  the  best  we  can,  after  being  bom- 
barded by  HEW,  various  circuit  courts,  et  cetera.  We  tried  to  follow 
up  on  nonsupport  actions. 

Senator  Anderson.  How  many  cases  are  there  on  relief  ? 

Mr.  Smith.  How  many  public  assistance  cases  in  the  city  of  Balti- 
more? I  would  say  about  66,000;  it  contains  the  majority  of  caseload 
in  the  State  but  I  am  not  talking  about  Baltimore  City  which  is  an 
entirely  different  S}^stem  from  any  other  county  in  the  State  of  Mary- 
land. It  is  a  special  case.  Even  their  welfare  department  is  under 
the  Baltimore  City  government  so  they  have  somewhat  closer  com- 
munications with  the  Baltimore  City  courts  and  their  corporate  coun- 
sels there. 

Senator  Anderson.  You  indicated  here,  in  your  second  paragraph : 
44 We  then  pulled  eight  cases." 
Mr.  Smith.  Yes. 

Senator  Anderson.  How  large  a  sample  was  that  ? 

Mr.  Smith.  Well,  what  we  did  is,  we  pulled  the  cases  which  had 
been  done  in  the  last  14  days.  There  were  14  cases,  eight  of  which  had 
twins.  These  were  the  ones  we  were  initially  suspicious  of. 

Senator  Anderson.  What  was  the  whole  load  ? 

Mr.  Smith.  What? 

Senator  Anderson.  What  was  the  whole  load  ?  You  pulled  eight  of 
them.  How  many  were  there  ? 

Mr.  Smith.  It  would  be  hard  to  say,  Senator.  I  would  say  at  that 
time  • 

Senator  Anderson.  You  must  have  some  kind  of  a  guess.  Was  it 
50,  100,  1,000,  or  2,000? 

Mr.  Smith.  In  that  time  200  cases  would  be  processed  or  200 
applications. 
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The  Chairman.  You  have  told  us  here  that  in  your  county  you  don't 
have  any  fraud  investigator  available  to  you  at  all. 
Do  you  ? 

Mr.  Smith.  No,  essentially  not.  We  requested  from  the  States  that 
we  have  at  least  two  people  to  follow  up  on  some  highly  suspicious 
cases.  The  State  said,  and  I  think  quite  truthfully,  that  the  depart- 
ment as  a  whole  did  not  have  enough  personnel. 

The  Chairman.  And  you  say  that  you  uncovered  this  considerable 
amount  of  fraud  going  on,  just  by  what  would  show  on  the  face  of  the 
record  itself  or  at  least  would  make  you  suspicious  ? 

Mr.  Smith.  Yes,  anything  ;  we  just  pulled  records  which  we  thought 
showed  the  pattern  of  young  women  who  had  for  their  age  quite  a 
few  children  and  we  also  pulled  the  ones  where  we  had  had  at  least 
an  address  which  was  close  to  one  where  fraud  had  been  perpetrated 
before. 

The  Chairman.  Yes. 

Senator  Fannin.  I  am  very  pleased  with  what  you  have  done.  I 
understand  from  your  testimony  you  are  quite  frustrated  as  to  what 
can  be  done  and  is  not  being  done.  Would  it  assist  you  financially  if 
you  had  legislation  throughout  the  country  to  have  social  security 
cards  and  it  would  be  fraud  to  have  more  than  one  social  security 
card? 

Mr.  Smith.  I  think  under  the  current  law  it  is  illegal  to  have  more 
than  one. 

Senator  Fannin.  Well,  have  }'ou  done  anything  about  it  ?  We  have 
had  testimony  they  had  been  issued.  We  do  have  in  many  States — I 
know  in  my  State  it  is  illegal  to  have  more  than  one  driver's  license 
and  we  watch  that  and  we  have  a  central  registry  and  certainly  with 
the  system  we  have  nationally  on  social  security,  I  mean  for  the  record 
and  all,  wouldn't  it  be  of  assistance  if  we  had — where  you  had  assur- 
ance if  you  had  a  social  security  card  that  person  would  not  have 
another  one  or  it  would  be  held  fraudulent? 

Mr.  Smith.  Yes ;  I  think  with  that  provision  you  could  say  you  could 
eliminate  just  about  any  type  of  fraud  other  than  the  man  who  is  pay- 
ing nonsupport  under  the  table  to  his  wife. 

Senator  Fannin.  Well,  we  have  other  problems  in  this  regard.  I 
think  it  brings  out  how  essential  it  would  be  if  we  had  a  single  social 
security  card  and,  of  course,  they  are  also  issued  to  aliens. 

I  don't  know  whether  you  have  a  problem  in  your  State  so  far  as 
aliens  are  concerned  but  I  have  been  informed  in  my  State  that  HEW 
has  attempted  to  block  the  cooperation  between  the  State  welfare 
department  and  the  U.S.  Immigration  Department  in  screening 
illegal  alien  cases  where  they  are  suspected  of  receiving  welfare  and 
being  in  this  country  illegally.  Do  you  have  that  to  contend  with? 

Mr.  Smith.  We  have,  I  would  say,  practically  no  aliens  in  Prince 
George's  County  receiving  assistance.  We  have  some  Cuban  refugees 
who  are  a  separate  category  of  assistance.  I  think  any  alien  problem 
we  would  have  would  be  in  Baltimore  city  because  of  the  port  there. 

Senator  Fannin.  But  you  are  not  aware  of  that  problem  ? 

Mr.  Smith.  I  am  not. 

Senator  Fannin.  Thank  you. 

Senator  Anderson.  I'd  like  to  find  out  how  many  cases  there  are 
examined.  If  they  can't  find  fraud  at  all,  it  is  like  saying  the  rest  of 
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the  people  are  just  stealing  the  money  so  we  ought  to  report  the  situa- 
tion and  try  to  find  out  what  this  is  all  about. 
The  Chairman.  I  agree  with  that. 

Senator  Anderson.  Eight  cases  just  are  not  enough  as  a  sample. 
(An  attachment  to  the  previous  witness'  testimony  follows:) 

[From  the  Washington  Post,  December  12,  1971] 
Welfare  Cheating  Ring  Uncovered 
(By  Jim  Mann) 

One  day  last  winter,  Richard  Smith,  a  quiet,  unassuming  welfare  supervisor 
in  Prince  George's  County,  noticed  something  peculiar  as  he  looked  through  the 
pile  of  papers  on  his  desk. 

That  day  there  had  been  three  different  applications  to  the  county's  depart- 
ment of  social  services  for  "emergency"  welfare  assistance  submitted  by  women 
whose  children  included  twins. 

Knowing  that  twins  are  relatively  rare,  Smith  grew  suspicious  and  began  to 
investigate. 

The  result,  four  months  later,  was  the  discovery  that  an  organized  ring  has 
been  cheating  the  county  out  of  about  $40,000  in  welfare  and  food  stamp  benefits. 

The  investigators  learned  that  women  applying  for  welfare  exchanged  wigs 
among  themselves  in  order  to  change  their  appearance,  and  often  gave  non- 
existent addresses  when  they  applied  for  welfare  help. 

At  one  point,  Prince  George's  warned  three  neighboring  Maryland  counties 
to  beware  of  one  "Red  Willis"  and  his  brown  Cadillac,  said  to  be  roving  the  area 
with  a  number  of  women  who  were  schooled  to  apply  for  welfare. 

Welfare  officials  across  the  state  exchanged  notes  and  photographs  of  people 
they  suspected  were  submitting  fake  welfare  applications. 

Federal  investigators  from  the  Department  of  Agriculture  quietly  attempted 
to  take  pictures  of  people  applying  for  food  stamps. 

And  some  measures  taken  in  an  effort  to  halt  the  fraud  were  met  by  sophisti- 
cated countermoves  on  the  part  of  the  welfare  recipients. 

"Most  of  our  clients  are  still  honest,"  Smith  said  in  a  recent  interview.  "But 
for  someone  who  is  criminally  inclined  and  wants  to  pick  up  $200,  it  (welfare 
fraud )  is  cheaper  than  bank  robbery  ;  it's  easier  to  get  away  with,  and  it  involves 
a  lesser  charge  if  you're  caught." 

Smith  and  Prince  George's  County  are  far  from  alone  in  their  problems. 
Officials  in  many  other  jurisdictions  across  the  country,  including  the  District  of 
Columbia  and  Baltimore,  have  had  their  own  cases  of  food  stamp  fraud,  some- 
times with  greater  losses  than  Prince  George's. 

But  the  Prince  George's  episode  illustrates  the  dilemma  facing  welfare  officials 
generally  as  they  attempt  to  guard  against  fraud  while  at  the  same  time  taking 
care  of  people  who  legitimately  need  help. 

At  the  root  of  the  fraud  in  Prince  George's  County  is  the  so-called  "declaration" 
system  of  applying  for  welfare  and  food  stamp  benefits — especially  as  this  system 
relates  to  "emergency"  or  Immediate  assistance. 

(Food  stamps  are  coupons  sold  for  a  price  below  their  face  value,  to  recipients 
who  later  use  them  like  cash  to  buy  food  at  a  grocery  store  or  supermarket. ) 

Basically,  the  declaration  system  means  that  a  local  welfare  agency  accepts  a 
request  for  welfare  benefits  and  distributes  money  or  other  aid  without  any 
prior  investigation  to  determine  if  the  applicant's  claims  are  true. 

The  rationale  is  to  avoid  the  invasions  of  privacy  and  atmosphere  of  suspicion 
that,  civil  libertarians  have  argued,  have  often  pervaded  welfare  programs. 
There  are  no  home  visits,  requests  for  birth  certificates,  or  other  checks. 

SAVES  HIGH  COSTS 

Supporters  of  the  declaration  system  also  argue  that  it  saves  the  high  costs  of 
policing  welfare  programs  and  investigating  every  single  application. 

About  half  of  the  states  operate  under  a  declaration  system  for  the  largest 
and  most  common  welfare  program,  known  as  aid  for  families  with  dependent 
children  (AFDC).  Those  states  include  Maryland  and  the  District  of  Columbia, 
but  not  Virginia,  in  which  some  but  not  all  counties  operate  under  a  declaration 
system  for  AFDC  payments. 
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Ordinarily,  even  under  the  declaration  system,  there  is  a  delay  between  the 
time  a  person  fills  out  a  welfare  application  and  the  time  he  or  she  receives  the 
benefits. 

But  it  is  possible  in  many  places,  including  the  District  of  Columbia,  Maryland 
and  parts  of  Virginia,  to  receive  "emergency"  aid — to  fill  out  an  application  and 
then  receive  cash  or  food  stamps  on  the  same  day. 

The  aim  of  emergency  assistance  is  to  provide  immediate  help  for  those  who 
need  it — people  who  have  been  evicted,  or  disabled,  or  who  have  no  money  to  feed 
their  children. 

In  Prince  George's,  the  emergency  aid  was  at  the  heart  of  the  fraud  scheme 
uncovered  by  Smith. 

Alerted  by  the  recurrence  of  twins,  Smith  decided  to  check  the  recent  emergency 
applications  in  the  county.  He  discovered  that  over  an  eight-day  period,  the 
department  had  received  12  different  applications  from  people  who  brought 
notes  from  their  landlords  saying  they  had  been  evicted. 

Seven  of  the  12  cases  involved  women  with  twins. 

Smith  and  other  officials  then  sent  out  letters  to  these  12  people  at  the  addresses 
listed  on  their  applications.  All  the  letters  came  back  stamped  "addressee 
unknown." 

Smith  wrote  a  memo  to  his  superiors  on  Feb.  11  stating  his  conviction  that 
there  was  "an  organized  kind  of  fraud,  the  twins  being  added  so  that  there  are  a 
large  number  of  children  who  are  preschool  age  (so  we  cannot  call  schools  and 
easily  verify  existence)."  In  general,  the  more  children  an  applicant  has,  the 
more  welfare  money  she  receives. 

CAREFUL  CHECK  MADE 

For  the  next  several  months,  welfare  workers  were  under  instructions  to 
check  carefully  all  persons  who  applied  for  emergency  aid. 

Several  times,  when  women  did  apply  for  emergency  benefits,  and  welfare 
workers  explained  that  the  names  and  birth  dates  of  their  children  would  have 
to  be  verified  through  hospital  records,  the  women  walked  out  of  the  office. 

( Smith  says  that  the  welfare  office  will  not  detain  or  arrest  an  individual  until 
it  is  absolutely  certain  it  can  prove  fraud. ) 

The  workers  noticed,  Smith  recalls,  that  the  women  applying  for  emergency 
welfare — the  ones  who  walked  out  of  the  office  when  questioned — were  "so  much 
better  dressed  than  anyone  else,  including  the  workers.  They  went  first  class." 

But  the  scheme  continued,  because  the  emergency  applicants  changed  their 
tactics.  So  that  they  wouldn't  be  recognized,  Smith  says,  the  women  wore 
different  wigs,  which  they  exchanged  among  themselves. 

After  a  while,  their  stories  were  not  always  the  same  either.  Sometimes  they 
had  twins  and  sometimes  they  didn't.  Sometimes,  they  said  they  needed  emer- 
gency help  because  they  were  evicted ;  sometimes  they  said  they  needed  help 
because  they  or  their  husbands  were  disabled. 

Usually  the  welfare  office  would  discover  it  had  been  defrauded  only  after 
the  emergency  help  had  been  given. 

For  example,  one  applicant  brought  a  detailed  statement  of  physical  disability, 
complete  with  blood  pressure,  pulse  rate  and  an  illness  that  was  described  in 
technical  medical  terms.  Much  later  it  turned  out  that  the  disability  was  simi- 
lar— and  the  blood  pressure  and  pulse  rate  were  identical — to  those  on  at  least 
one  other  disability  statement  submitted  under  a  different  name. 

In  addition,  the  welfare  office  began  to  discover  that  it  was  being  cheated  out 
of  other  payments  besides  those  initial  emergency  payments. 

Ordinarily,  so  long  as  a  woman  applying  for  emergency  aid  also  qualifies 
financially  for  regular  monthly  AFDC  (welfare)  checks,  the  county  routinely 
begins  mailing  those  checks  the  month  after  it  gives  emergency  payment. 

NONEXISTENT  ADDRESSES 

Smith  said  that  sometimes,  because  the  applications  for  emergency  aid  gave 
addresses  that  did  not  exist,  the  AFDC  checks  for  the  following  months  would 
be  returned  by  the  post  office. 

But  sometimes.  Smith  says,  those  women  gave  real  addresses  and  managed  to 
keep  and  cash  subsequent  checks  as  well  as  the  emergency  check.  Welfare 
officials  later  discovered  that  these  addresses  were  sometimes  used  several  times 
under  several  different  names. 
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"We  lost  so  much  money  to  one  address  on  Southern  Avenue  that  we  could 
really  have  improved  the  neighborhood,"  Smith  says. 

On  a  few  occasions,  too,  the  women  would  not  apply  for  emergency  assistance 
at  all,  but  would  apply  for  regular  public  assistance  at  the  outset. 

"As  we  would  get  more  sophisticated,  so  would  they,"  Smith  says.  "We  under- 
estimated them  completely." 

In  mid-April,  county  officials  got  what  they  thought  was  a  break.  A  woman 
applied  for  emergency  assistance,  and  while  she  waited  in  the  office,  the  welfare 
worker,  checking  carefully,  discovered  that  she  had  given  a  phony  address. 

This  time — in  contrast  with  similar  cases  in  the  past — the  woman  did  not  get 
up  and  walk  out.  Instead,  she  calmly  told  welfare  officials  a  lengthy  story  about 
how  she  had  come  to  apply  for  welfare. 

According  to  welfare  officials,  the  woman  said  she  had  been  picked  up  in  the 
District  of  Columbia  by  a  man  named  Red  Willie  who  drove  a  brown  Cadillac 
and  taught  women  how  to  apply  for  welfare. 

The  woman  also  said  that  "Red  Willie"  claimed  to  be  in  league  with  welfare 
department  staff  members,  according  to  welfare  department  officials. 

How  much  if  any  of  what  the  woman  said  was  true,  or  whether  there  actually 
cvas  a  "Red  Willie,"  has  never  been  determined. 

COLLUSION  DENIED 

Smith  dismisses  the  idea  that  any  welfare  official  was  involved  in  the  fraud 
scheme,  and  federal  investigators,  who  have  since  conducted  investigations  in 
Prince  George's,  say  there  is  absolutely  no  evidence  of  any  collusion  by  officials. 

Smith  says  he  assumes  some  women  were,  in  fact,  told  that  a  supervisor  was 
cooperating  by  someone  who  later  took  a  portion  of  the  welfare  checks  "for  the 
supervisor"  and  kept  it  himself. 

In  any  case  a  few  days  later  after  the  Red  Willie  incident  the  Prince  George's 
department  of  social  services  sent  out  an  official  letter  to  its  counterparts  in 
Montgomery,  Anne  Arundel  and  Baltimore  counties  and  Baltimore  city,  warning 
them  that  Red  Willie  and  his  brown  Cadallic  might  strike  at  their  offices,  too. 

Such  contact  with  welfare  and  food  stamp  officials  in  other  counties  was 
beginning  to  produce  results.  District  of  Columbia  officials  provided  Prince 
George's  with  a  fully  report,  including  names  and  photographs,  of  people  sus- 
~  pected  of  welfare  and  food  stamp  fraud  in  the  District.  Baltimore  City  also 
reported  it  was  having  troubles  striking  similar  to  those  in  Prince  George's 

FEDERAL  PROBE  PUSHED 

In  addition,  federal  food  stamp  investigators,  under  the  direction  of  Depart- 
ment of  Agriculture  Inspector  General  Nathaniel  Kossack,  noticed  apparent 
irregularities  in  Washington-area  food  stamp  programs  and  began  their  own 
investigation,  in  Prince  George's  County  and  other  jurisdictions. 

At  one  point.  Smith  says,  Prince  George's  officials  attempted  to  call  a  person 
suspected  participating  in  the  fraud  scheme  into  their  office,  so  that  federal 
officials  could  take  pictures  of  that  person  receiving  food  stamps.  It  never 
happened,  because  the  suspect  would  not  come  into  the  office,  Smith  says. 

It  was  apparently  not  the  only  time  during  their  Maryland  investigation  that 
federal  investigators  tried  to  take  pictures  of  food  stamp  recipients. 

Beulah  Carter,  director  of  social  services  for  Caroline  County  on  Maryland's 
Eastern  Shore,  says  that  pictures  were  taken  in  her  county  of  a  food  stamp 
recipient  suspected  of  fraud. 

The  federal  investigators  arranged  to  have  local  police  photograph  the  recipent 
through  a  telescopic  lens  at  a  prearranged  signal  as  the  woman  was  leaving 
the  county  courthouse,  Mrs.  Carter  says.  The  picture  was  taken,  but  Mrs.  Carter 
says  the  suspect  turned  out  to  be  a  legitimate  food  stamp  recipient. 

Federal  officials  have  refused  to  comment  on  the  reported  picture-taking.  Kos- 
sack said  he  does  not  discuss  his  department's  investigative  techniques. 

Meanwhile,  in  early  May,  the  Prince  George's  department  of  social  services 
began  to  examine  exery  single  public  assistance  case  it  had  processed  since  the 
previous  September — about  2,000  in  all. 

That  study  has  turned  up  at  least  45  different  cases  of  fraud  between  Septem- 
ber, 1970.  and  June,  1971.  Those  45  cases  cost  a  total  of  ' "between  $20,000  and 
$45,0CM) — maybe  more,"  Smith  says,  in  welfare  benefits.  (Of  those  welfare  costs, 
50  percent  are  paid  by  the  federal  government. ) 
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Those  losses  generally  were  in  the  form  of  AFDC  checks  of  $200  to  $300  per 
month,  Smith  says,  but  the  study  uncovered  one  woman  apparently  participating 
in  the  fraud  who  was  receiving  a  check  of  $700  per  month. 

Those  dollar  estimates  in  welfare  benefits.  Most  of  the  people  obtaining  welfare 
assistance  also  obtained  food  stamps  at  the  same  time,  Smith  says.  He  estimated 
that  the  food  stamp  losses  amounted  to  about  45  per  cent  of  the  welfare  losses — 
roughly  $10,000  to  $20,000. 

ADDITIONAL  LOSSES 

It  is  possible  there  were  additional  losses  besides.  Smith  says  that  those  people 
who  were  discovered  to  be  using  fake  names  and  addresses  also  obtained  medicaid 
cards,  enabling  them  to  get  medical  care  at  public  expense.  But  he  says  that 
his  department  does  not  know  whether  these  cards  were  used. 

In  June,  Prince  George's  officials  began  contacting  and  questioning  most  people 
who  had  received  emergency  assistance  or  who  were  otherwise  suspected  of  being 
involved  in  the  fraud  scheme. 

"The  heat  was  really  on,"  Smith  says.  "Within  weeks,  applications  with  fake 
names  and  fake  addresses  stopped  coming  in. 

No  criminal  charges  have  been  filed  in  connection  with  the  fraud  in  Prince 
George's. 

Smith  says  the  scattered  instances  of  fraud  "are  continuing"  in  Prince  George's, 
but  not  on  the  scale  that  occurred  earlier  this  year. 

In  an  effort  to  further  cut  down  on  the  possibility  of  fraud,  Smith  said,  Prince 
George's  County  will  begin  within  a  week  or  two  to  check  all  Social  Security 
numbers  of  welfare  recipients  against  computerized  records. 

But  this  acreening  will  not  affect  the  emergency  aid  program.  The  Social 
Security  numbers  will  not  be  checked  until  after  a  person  is  given  emergency  as- 
sistance or  emergency  food  stamps,  Smith  said,  unless  for  some  reason  an  official 
becomes  suspicious  of  an  emergency  application. 

As  Smith  admitted  to  a  reporter ;  "If  you  wanted  to  come  in  here  tomorrow, 
dress  shabbily,  say  your  name  was  Ralph  Royster-Doyster,  and  show  us  you're 
out  of  work,  you  could  get  public  assistance  for  30  days." 

The  Chairman.  The  next  witness  will  be  Mr.  Mike  Burk,  legisla- 
tice  counsel  for  the  National  League  of  Senior  Citizens. 

STATEMENT  OF  MIKE  BURK,  LEGISLATIVE  ADVOCATE,  NATIONAL 
LEAGUE  0E  SENIOR  CITIZENS,  LOS  ANGELES,  CALIF. 

Mr.  Burk.  Mr.  Chairman  and  gentlemen,  I  know  the  time  is  late 
and  if  for  any  reason  you  want  to  adjourn,  I  will  be  glad  to  come  back 
Monday. 

The  Chairman.  I  think  it  would  be  better  to  hear  the  witnesses 
because  we  will  have  more  witnesses  Monday,  Mr.  Burk. 

Mr.  Burk.  I  think  you  all  have  a  copy  of  my  preliminary  statement 
here  and  I  will  not  try  to  read  that  again.  I  just  want  to  make  it  clear 
that  I  do  not  intend  to  try  to  examine  the  merits  of  the  welfare  por- 
tion of  H.R.  1,  that  I  am  confining  myself  solely  to  the  social  security 
and  to  the  old  age  assistance  aspects  of  it,  and  to  this  end,  I  want  to 
point  out,  first,  that  we  were  very  concerned  originally  that  the  elderly, 
the  blind  and  the  disabled  were  included  in  H.R.  1. 

We  have  always  felt  that  they  should  have  received  legislative  at- 
tention on  the  merits  of  their  own  case  without  being  thrown  willy- 
nilly  into  a  welfare  mess ;  and  we  feel  that  still. 

Nevertheless,  Mr.  Gurney  and  others  and  I  tried  last  summer  and 
last  fall  to  get  an  airiendment  to  H.R.  1  offered  in  the  Senate  which 
would  take  this  portion  of  the  bill  apart  and  we  got  nowhere  with  it. 

However,  such  a  bill  has  been  introduced  on  the  House  side.  It  is 
H.R.  12200  which  has  been  offered  by  Congressman  Stratton  of  New 
York  to  consider  the  welfare  sections  and  medicare  sections  of  H.R.  1 
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separately ;  and  in  case  this  becomes  desirable,  I  offer  this  information 
to  you.  And,  incidentally,  Congressman  Stratton  has  21  cosponsors  to 
his  bill. 

So,  to  go  on  from  there,  I  would  like  to  offer  some  observations  on 
these  private  pension  plans  which  have  been  alluded  to,  if  not  directly 
here,  at  least  indirectly,  by  Mr.  Pillsbury  and  Mr.  Myers  and  others. 

They  have  said,  and  have  said  quite  correctly,  that  the  original  pur- 
pose of  social  security  was  to  provide  a  floor,  a  kind  of  an  income  base, 
from  which  people  could  work;  and  this  is  indeed  true.  But  in  the 
opinion  of  our  organization,  this  is  not  the  way  it  should  be.  Let  me 
state  quite  frankly  that  I  am  for,  and  our  organization  is  for,  enlarg- 
ing the  social  security  system  to  bring  all  of  the  retired  elderly,  plus 
the  blind  and  the  disabled,  into  the  social  security  system,  then  to 
provide  an  adequate  living  level  of  income,  utilizing  in  the  end  what 
general  funds  are  necessary  in  order  to  bring  the  income  level  up  to  the 
point  that  it  should  be. 

There  are  many  ways  of  doing  this.  Not  all  of  the  funds  would  have 
to  come  from  the  general  revenue  source;  but  let's  not  go  into  this 
for  a  moment.  Let  me  just  give  you  some  indication  here  of  how  badly 
the  private  pension  system  has  worked  in  the  past. 

The  U.S.  Department  of  Labor  and  the  Internal  Revenue  Service 
have  made  a  study  of  the  some  34,000  plans — private  pension  plans — 
that  are  now  in  force  and  let  me  just  give  you  briefly  some  of  the 
results  they  found : 

The  Government  researchers  estimate  that  upward  of  10  million  of 
the  25  million  wage  and  salary  earners  under  the  plans  could  lose  the 
full  benefits  the  plans  call  for.  or  a  large  part  of  them  because  of  the 
high  rate  of  discontinuance  of  private  pension  plans.  Plans  are  dis- 
continued because  of  the  bankruptcies  of  companies,  concerns  going 
out  of  business,  and  mergers,  the  report  says. 

Between  1954  and  the  end  of  1965,  4,243  pension  plans  were 
abruptly  ended  for  one  reason  or  another,  and  the  workers  who  thought 
they  were  fully  protected  by  them  were  left  holding  the  bag. 

This  study  found  that  only  a  small  fraction  of  1  percent  of  the 
plans  now  in  force  are  insured  against  such  loss. 

Now,  to  go  on  just  for  a  moment  here,  the  study  cites  the  classic 
example  of  a  private  industry  plan  that  failed  to  produce  for  its  bene- 
ficiaries what  it  had  promised  on  paper,  which  was  the  closing  of  the 
Studebaker  Corp's  plant  in  1964. 

About  10,600  employees  at  the  Studebaker  plant  supposedly  were 
fully  covered  by  a  pension  program  negotiated  by  the  United  Auto 
Workers  Union  in  1950.  In  the  14  years  of  the  plan's  existence,  the 
company  paid  about  $25  million  into  the  fund,  but  when  the  fund  was 
liquidated  it  was  discovered  that  there  was  not  enough  money  in  it 
to  satisfy  the  equities  of  all  who  had  been  enrolled  in  it. 

About  3,600  beneficiaries  already  retired  were  given  priority  in  the 
fund  and  were  granted  full  benefits  for  their  lives.  But  close  to  4,000 
people  with  10  }Tears  or  more  of  service  who  were  between  the  ages 
of  40  and  59  were  paid  a  lump  sum  of  15  percent  of  the  amount  their 
years  or  service  legally  entitled  them  to,  while  the  2.900  workers  below 
the  age  of  40,  regardless  of  their  length  of  service,  received  nothing. 

This  is  not  an  isolated  instance.  Let  me  go  back  even  further  in  his- 
tory. Perhaps  many  of  you  here  remember  that  the  very  first  pension 
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plan  in  these  United  States  that  paid  to  its  recipients  $100  a  month 
was  John  L.  Lewis'  hard  coal  miners.  You  remember  way  back  when 
John  L.  Lewis  was  able  to  negotiate  a  pension  plan  that  provided  $100  ? 

This  was  financed  by  contributions  from  the  operators  of  the  hard 
coal  industry  but  as  the  hard  coal  stores  were  depleted  the  pension  was 
first  cut  in  half  from  $100  to  $50 ;  it  was  cut  again  to  $30  and  eventually 
was  discontinued  entirely  because  there  is  no  more  hard  coal  industry ; 
there  is  no  more  ownership  or  operators  contributing  to  it. 

So  there  is  no  private  pension  plan  nor  any  fund,  whether  it  is  a 
union  plan  or  whatever,  that  is  secure ;  and  what  our  organization  has 
always  tried  to  work  toward  is  a  secure  and  adequate  income  and  re- 
tirement plan  for  all  people.  We  do  not  believe,  and  figures  bear  us 
out  on  this,  that  the  private  pension  plan  approach  to  this  problem 
is  the  right  answer. 

Speaking  as  a  sociologist  I  will  offer  my  opinion  here  that  the  only 
way  in  which  a  secure  and  adequate  pension  plan  can  be  enacted  in 
this  country  is  through  the  Government ;  and  since  we  already  have  the 
social  security  system,  I  feel  that  this  is  the  logical  place  to  bring 
all  of  our  retired,  elderly  people  and  the  logical  means  by  which  to 
provide  them  the  income  they  need  during  their  retirement  years. 

Granted  this  is  not  what  social  security  provides  now,  it  is  not  what 
social  security  was  intended  to  provide;  but  what  I  offer  here  is  the 
observation  that  it  should  be  made  to  provide  this,  and  since  we  have 
a  bill  here  to  do  it  right  now,  let's  do  it  with  H.R.  1. 

But  let  me  offer  as  an  aside  on  the  social  security  system  a  couple 
of  thoughts. 

I  heard  yesterday  in  testimony  here  the  observation  offered  that 
there  should  be  no  increase  in  social  security  this  year  partly  because 
of  the  so-called  substantial  increases  that  have  been  made  recently  in 
social  security. 

Well,  we  have  heard  here  a  lot  of  statistics,  and  most  of  them  relate 
to  actuarial  percentages  and  percentages  of  tax  and  so  on;  but  let's 
try  to  bring  this  into  context.  Let's  try  to  reduce  these  abstractions  to 
figures. 

Let  me  offer,  to  begin  with,  this  observation :  That  in  the  10  years 
between  1960  and  1970,  the  social  security  benefits  were  raised  by  65 
percent.  Now,  nobody  will  argue  that  this  is  not  a  substantial  raise; 
it  is.  Any  65  percent  raise  is  substantial ;  but  lets  look  then  at  the  end 
result  of  this  substantial  raise.  After  this  65  percent  raise,  what  was 
the  average  monthly  benefit  ?  $118.  So,  when  you  talk  about  substantial 
raises,  unless  you  know  the  actual  dollars  and  cents  that  the  end  result 
brings,  these  figures  are  meaningless. 

So  let's  try  to  bring  into  them  a  little  bit  of  meaning  here. 

The  Ontario  Calif.  "Daily  Report"  is  the  paper  from  which  I 
clipped  this  next  offering,  but  the  person  I  am  quoting  here  is  a  syndi- 
cated columnist,  Sylvia  Porter,  who  is  an  economist,  and  she  has  given 
us  some  real  fascinating  figures.  Let  me  just  quote  them  to  you : 

We  have  now  under  social  security  an  average  monthly  social  secu- 
rity benefit  for  a  couple  of  a  little  over  $200  a  month.  Now,  the  minimum 
benefit,  according  to  the  Bureau  of  Labor  Statistics,  which  an  elderly 
couple  must  have  in  order  to  live  above  the  poverty  level  is  $3,000  per 
year.  This  is  the  figure  which  Mr.  Ribicoff  has  offered  in  his  amend- 
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ment  and  all  I  have  to  say  is  that  it  isn't  enough  but  I  will  come  to 
that  in  a  minute. 

But  just  what  will  this  so-called  retired  couple's  budget  provide? 
Here  is  the  answer  from  Sylvia  Porter,  the  syndicated  economist : 

This  retired  couple's  social  security  budget  will  buy  a  new  topcoat  for  the  hus- 
band every  20  years ;  it  will  provide  2%  pounds  of  meat,  poultry  and  fish  each 
week  per  person,  a  half  quart  of  milk  per  day,  less  than  one  egg  per  day,  67 
cents'  worth  of  snacks  per  month,  two  bottles  of  beer  and  half  a  bottle  of  soft 
drink  a  week,  one  new  sheet  a  year  for  the  couple,  one  new  pair  of  pillowcases 
every  3  years,  a  new  blanket  or  quilt  every  7  years,  $1  a  month  for  telephone 
calls,  another  dollar  a  month  for  postage,  replacement  of  the  family  car  once 
every  4  years  with  another  car  that  is  already  6  years  old,  one  new  girdle  and  one 
new  bra  for  the  woman  every  other  year  and  a  new  purse  every  5  years. 

Not  included  in  this  budget  are  any  funds  for  cigarettes,  whiskey,  wine,  phono- 
graph records,  theater,  out-of-city  bus  rides,  dry  cleaning,  household  help,  life 
insurance  and  a  host  of  other  things  that  are,  if  not  necessities,  at  least  the 
amenities  to  which  these  people  are  entitled. 

She  goes  on  to  say  the  typical  elderly  individual  or  couple  does 
not  eat  out  today,  does  not  buy  new  cars,  does  not  buy  new  clothes, 
many  do  not  even  seek  the  medical  services  to  which  they  are  entitled 
under  medicare. 

She  acknowledges,  as  we  all  do,  that  social  security  was  never  meant 
to  cover  the  full  financial  needs  of  the  retiree,  but  in  actuality  millions 
today  are  forced  to  depend  almost  solely  on  social  security  benefits  be- 
cause disability  prevents  them  from  working;  because  of  job  discrimi- 
nation; because  their  employers  have  provided  no  pensions;  and 
because  their  earnings  were  too  low  to  permit  them  to  save  during  their 
working  lifetime. 

As  a  result,  one  in  four  elderly  live  in  poverty  and  poverty  is  in  fact 
increasing  among  the  elderly. 

The  Chairman.  Your  time  has  expired.  In  fact,  it  expired  when 
that  bell  rang,  sir,  and  I  would  suggest  you  put  your  other  suggestions 
in  the  record  so  that  we  will  have  them  available  for  all  of  those  on 
the  committee  and  also  for  the  Senate. 

This  budget  that  you  are  referring  to  is  that  what  ? 

Mr.  Burk.  That  is  what  the  social  security  retired  average  couple 
now  receives,  $2,616  a  year. 

The  Chairman.  I  certainly  hope  we  can  make  a  major  increase  on 
that ;  I  will  certainly  vote  for  that. 

Mr.  Burk.  I  can  cite  instances  from  here  to  you  and  back  again 
50  times  over  of  cases  that  I  have  personally  investigated  where  people 
are  living  on  as  little  as  $7  per  month  for  food  allowance — old  people. 

The  Chairman.  Any  questions? 

Senator  Anderson.  I  am  worried  a  little  about  the  savings  that  al- 
ways seem  to  become  involved.  Have  you  ever  started  a  pension  plan  ? 
Mr.  Burk.  Beg  pardon  ? 

Senator  Anderson.  Have  you  ever  started  a  pension  plan  ? 

Mr.  Burk.  Do  you  mean  has  our  organization  started  a  pension 
plan  or  our  employees  ? 

Senator  Anderson.  No.  Your  experience  and  mine  are  not  the  same 
about  this  pension  plan  program.  I  had  some  employees  and  I  estab- 
lished a  pension  plan  for  them.  They  are  all  covered  by  it  and  they  are 
25  years  in  it  and  they  are  not  worried  about  it.  Do  you  think  this  point 
you  made  to  us  is  worrisome  ? 
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Mr.  Burk.  I  think  private  pension  plans  in  general  are  vulnerable. 
They  are  all  vulnerable ;  without  exception,  they  are  all  vulnerable.  I 
do  not  think  they  are  the  right  approach  at  all. 

Senator  Anderson.  Well,  for  instance,  General  Motors  ? 

Mr.  Burk.  General  Motors  is  included  right  with  the  rest  of  them. 
General  Motors  could  go  into  bankruptcy  tomorrow  and  with  it  would 
go  their  pension  plan. 

Senator  Anderson.  I  would  just  say  I  do  believe  that  you  could  re- 
tire under  these  programs. 

Mr.  Burk.  Well,  there  is  no  question  many  people  are  retiring  on 
pension  programs  now.  This  is  not  to  say  they  are  all  necessarily 
going  to  fail.  I  only  point  out  they  are  not  the  answer  for  all  people 
and  this  is  what  we  should  be  seeking. 

There  are  isolated  instances  where  they  are  fine  but  they  are  not  the 
correct  approach  to  solving  the  problem. 

The  Chairman.  What  do  you  think  should  be  the  level  for  the  aged 
in  this  welfare  bill  ?  I  see  you  object  to  the  $130  as  not  enough.  What  do 
you  think  it  ought  to  be  ? 

Mr.  Burk.  Our  organization  has  already  had  a  bill  or  is  in  the  proc- 
ess of  having  a  bill  introduced  to  bring  the  White  House  Conference 
on  Aging  recommendations  into  force  here. 

The  White  House  Conference  on  Aging  recommended  that  the 
Bureau  of  Labor  Statistics'  intermediate  level  of  income  be  adopted 
as  the  proper  pension  amount  for  the  old  people,  and  we  are  incorpo- 
rating this  into  a  bill  which  is  being  introduced  for  us  by  David  Pry  or. 

The  Chairman.  What  would  that  figure  be  ? 

Mr.  Burk.  That  figure  works  out  for  1070  to  be  $4,500  a  year  for  a 
couple,  with  75  percent  of  that  or  $3,375  for  a  single  person. 

We  also  have  had  in  the  past  another  approach  to  this  problem  in  a 
bill  we  have  had  introduced  many  times — and  it  still  is  in,  inciden- 
tally— which  is  H.R.  57,  introduced  for  us  by  Congressman  Burton 
which  is  to  establish  the  amount  of  the  pension  as  the  equivalent  of 
earnings  under  the  minimum  wage  law ;  currently  this  would  provide 
$277  a  month  for  a  single  person.  So  the  two  plans  are  not  terribly  far 
apart. 

Senator  Fannin.  Do  you  have  any  idea  what  this  would  cost  per 
year,  if  we  brought  the  program  into  effect  that  you  recommend  ? 

Mr.  Burk.  Yes ;  and  I  will  furnish  you  with  this  information  and 
also  with  some  thoughts  on  how  I  think — how  we  think  that  this  can 
be  financed  without  going  too  deeply  into  General  Treasury  funds ;  for 
the  sake  of  brevity  I  will  give  you  this  as  a  written  statement. 

Senator  Fannin.  Fine. 

Mr.  Burk.  All  right. 

Senator  Fannin.  Fine ;  thank  you. 

The  Chairman.  Thank  you  very  much,  sir.  We  appreciate  your 
statement. 

Mr.  Burk.  Thank  you. 

(Additional  testimony  received  from  Mr.  Burk  and  a  letter  received 
by  the  committee  follow : ) 

Let  me  tell  you  of  a  case  which  was  investigated  last  summer.  This  documents 
the  case  of  an  elderly  woman  who  is  a  paralytic  invalid.  She  has  no  teeth.  She 
can  only  get  about  with  the  help  of  crutches  and  a  walker  which  she  had  to  buy 
out  of  her  welfare  check.  She  has  a  bone  deteriorating  disease  that  necessitates 
a  plate  in  her  hip.  She  had  recently  broken  a  wrist  just  trying  to  open  a  jar. 
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Additionally,  she  has  a  bleeding  ulcer  and  an  eye  disease.  For  drugs  alone  she 
has  to  pay  out,  from  her  welfare  check,  $20  every  month.  With  a  total  income 
of  8141  a  month,  she  had  the  grand  sum  of  811.55  left  after  her  drugs,  rent, 
utilities  and  other  fixed  expenses  were  paid.  From  this  811.55  she  must  eat, 
buy  clothing,  pay  for  transportation  to  the  doctor,  and  pay  for  her  other  needs. 
If  you  say  now  that  this  can't  be  done,  you  are  right.  She  lives  in  her  under- 
wear, which  she  made  herself,  saving  the  one  dress  she  owns  for  visits  to  her 
doctor.  For  food  she  pays  $<.00  for  food  stamps  and  tries  to  live  on  this  for 
a  month.  Without  the  charity  of  her  neighbors  she  would  have  starved  to  death 
long  ago.  And  now.  let  me  ask  the  next  question  that  must  surely  come  to  every- 
one's mind — is  Congress  not  willing  to  prevent  such  things  from  happening? 

During  the  course  of  testimony  offered  by  the  witnesses  who  preceded  me 
today  and  yesterday.  I  have  heard  it  said  several  times  that  there  should  be  no 
enlargement  of  Social  Security,  no  Social  Security  raises,  no  automatic  increases 
to  compensate  for  cost  of  living  increases,  and  even,  if  I  read  the  tenor  of  the 
testimony  correctly,  no  Social  Security  System  at  all — that  it  should  be  abolished 
in  favor  of  private  plans  which  the  insurance  companies  could  then  sell.  While 
I  can  understand  a  representative  of  these  Insurance  companies  offering  such 
a  callous  bid  for  whatever  profits  may  accrue  from  handling  private  pension 
plans  which  would  deny  the  retired  elderly  the  only  secure  and  dignified  pension 
system  now  available  to  them.  I  also  hope  that  the  members  of  this  committee 
and  of  Congress  will  not  assist  in  any  such  rape  of  the  elderly. 

Lefs  examine  the  situation  a  little  further.  I  have  also  heard  here  much  testi- 
mony to  the  effect  that  investigations  into  welfare  repeatedly  uncover  cases  of 
recipients  receiving  grants  to  which  they  were  not  entitled.  What  these  witnesses 
failed  to  tell  this  committee  is  that  such  investigations  also  have  shown  that 
many  people  who  were  eligible  for  welfare  benefits  were  receiving  none.  That, 
in  fact,  the  number  of  eligible  persons  who  are  not  receiving  benefits  far  out- 
number those  so-called  welfare  '•cheaters.""  The  conclusion  is  obvious  that  such 
investigations  are  self-defeating  if  carried  to  their  logical  conclusion  and  that 
welfare  rolls  will  not  be  reduced  by  such  means. 

Since  I  have  said  that  I  will  confine  my  testimony  to  the  situation  of  the 
elderly,  the  blind,  and  the  disabled.  I  offer  this  side-long  look  at  welfare  to 
make  another  point — that  welfare  rolls  can  be  reduced  by  removing  the  elderly 
from  them.  Welfare  rolls  are  now  heavily  weighted  with  the  aged  poor,  and 
by  bringing  such  people  into  an  adequate  Social  Security  shelter  we  would  get 
them  off  welfare.  The  total  cost  of  bringing  these  aged  poor  up  out  of  poverty 
would  not  be  a  wholly  new  and  added  burden  to  the  economy — in  many  cases 
it  would  simply  mean  a  transfer  from  one  governmental  agency  to  another — 
and  again,  our  organizations  insists  that  there  should  be  a  sharp  distinction 
made  between  old  age  assistance  grants  of  whatever  nature,  and  the  charity  of 
•'welfare**.  Such  a  transfer  of  our  aged  poor  to  Social  Security  as  their  full 
means  of  assistance  would  make  such  a  distinction  in  fact. 

Another  favorable  aspect  of  doing  this  lies  in  the  savings  made  possible  by 
elminating  the  cost  of  the  large-scale  duplication  and  overlapping  of  Federal, 
State,  County  and  even  City  governmental  agencies  that  now  bring  assistance 
to  the  elderly  at  a  cost  that  approaches  the  value  of  the  benefits  these  elderly 
receive.  We  now  have  the  ridiculous  situation  of  some  county  agencies  reporting 
more  employes  than  recipients  of  their  services. 

There  is  yet  another  reason  for  removing  the  aged  poor  from  the  tender 
mercies  of  local  agencies,  and  that  is  that  only  the  Federal  Social  Security 
System  can  restore  to  them  the  dignity  and  self  respect  that  local  agencies  too 
often  deny  them.  As  an  example,  let  me  offer  the  seven  page  inventory  form 
that  Butte  County,  California,  requires,  under  threat  of  discontinuance  of  their 
old  age  assistance  grant,  the  elderly  recipients  of  OAA  in  that  county  to  fill 
out  and  return — within  ten  days.  This  inventory  list  starts  out  with  vehicles 
and  boats  and  goes  through  cash  on  hand,  insurance  policies,  jewelry,  tools, 
miscellaneous  personal  property  and  household  goods — even  requiring  an  item- 
ized list  of  silverware,  pots  and  pans,  dishes  and  other  things,  with  their 
value ! 

It  would  seem  unnecessarily  redundant  to  observe  again  that  our  elderly, 
our  blind,  our  disabled,  should  not  be  made  vulnerable  to  those  in  political  power 
who  use  their  power  to  harass.  And  if  California  is  not  sufficient  example  of 
such  misuse  of  power  by  a  hostile  local  administration.  I  can  mention  others. 

At  this  point  I  would  like  to  advance  a  refutation  of  a  commonly  made 
criticism  of  Social  Security  which  has  been  offered  here  in  this  hearing,  again. 
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This  argument  says  that  if  a  worker  would,  instead  of  paying  into  Social 
Security,  invest  his  money  privately,  he  would  be  better  off  ultimately.  This 
is  simply  not  true.  First,  I  do  not  think  anyone  believes  that  in  the  easy- 
credit,  indebtedness,  easy-spending  way  of  life  our  culture  has  made  to  seem 
desirable  to  the  working-age  members  of  our  society,  that  the  equivalent  of 
their  social  security  deductions  would  be  either  saved  or  invested  in  any  long- 
range  plan  for  retirement.  Just  as  important,  the  facts  simply  do  not  support 
the  premise  that  Social  Security  is  a  poor  investment  in  itself. 

The  arithmetical  computations  usually  offered  to  support  the  bad-investment 
theory  commonly  include  the  employer's  contribution — which  would  not  be  made 
if  Social  Security  were  to  be  abolished.  Additionally,  the  figures  usually  offered 
assume  that  the  benefits  in  effect  at  the  time  these  computations  are  made  will 
be  those  still  in  effect  at  the  time  of  some  future  retirement  and  will  also  then 
remain  static  throughout  the  period  of  retirement.  This  is  obviously  not  the 
real  case,  for  benefits,  even  if  still  inadequate,  have  gone  up  many  times  over 
the  years  and  will  continue  to  do  so. 

These  computed  theoretical  cases  invariably  cite  as  their  example  a  young 
person  just  coming  into  the  system,  with  perhaps  fifty  years  of  contributions 
ahead  of  him,  which  is  hardly  a  typical  example.  Nor  do  these  arguments  ever 
mention  that  literally  thousands  of  people  who  contribute  hundreds  of  thousands 
of  dollars  never  get  a  dime  back.  These  uncollected  contributions,  plus  the  inter- 
est received  on  the  present  billions  of  surplus  in  the  System,  in  themselves 
constitute  a  source  of  funds  for  increasing  benefits. 

Equally  important,  too,  is  the  fact  that  these  criticisms  deal  exclusively  with 
the  retirement  benefits  of  the  system,  ignoring  the  fact  that  the  Social  Security 
System  gives  other  coverage  as  well,  offering  survivor's  benefits,  disability  bene- 
fits, lump-sum  death  benefits  and  hospital  and  medical  care  in  addition  to 
pensions. 

The  purpose  of  Social  Security  was  and  is  to  prevent  our  elderly  from  retiring 
into  destitution.  Let's  allow  this  purpose  to  be  fulfilled  by  bringing  all  our 
retired  into  the  Social  Security  System,  along  with  the  blind  and  the  disabled, 
and  providing  a  benefit  structure  adequate  to  meeting  living  costs  today  and 
in  the  future.  Let  us,  using  the  vehicle  at  hand,  H.R.  1,  establish  at  last  a  real 
meaning  for  retirement  as  a  time  of  fulfillment.  Let  us  make  reality  of  the 
White  House  Conference  on  Aging  recommendations. 

Let  us,  as  a  minimum  of  action  by  Congress,  raise  Social  Security  benefits  by 
15%,  establish  automatic  cost-of-living  increases,  and  make  sure  that  no  recipient 
of  Old  Age  Assistance  anywhere  shall  have  his  benefits  cut  by  any  provision  in 
H.R.  1.  Additionally,  we  should  eliminate  the  premiums  from  Medicare,  elimi- 
nate deductibles  from  Medicare,  enlarge  Medicare  to  include  drugs,  and  extend 
Medicare  to  the  disabled.  Only  by  this  minimum  of  action  shall  Congress  dis- 
charge its  obligation  to  the  elderly,  the  blind,  and  the  disabled  of  our  nation. 


National  League  of  Senior  Citizens, 

Los  Angeles,  Calif.,  January  19,  1972. 

Mr.  Tom  Vail, 

Chief  Counsel,  Senate  Finance  Committee, 
New  Senate  Office  Building,  Washington,  B.C. 

Dear  Sir:  The  National  League  of  Senior  Citizens,  a  non-profit  service  orga- 
nization for  the  elderly,  blind  and  disabled,  has  for  30  years  worked  in  behalf 
of  a  Federal  pension  system.  We  hold  that  such  a  pension  is  not  the  public 
charity  of  "welfare",  but  is  earned  income  that  continues  into  retirement.  Since 
neither  the  Social  Security  System  as  it  presently  operates,  nor  any  other  pen- 
sion system  available  to  all  Americans  has  provided  the  secure  and  adequate 
retirement  income  to  which  our  elderly  are  entitled,  we  have  advocated  bringing 
all  retired  persons  into  the  Social  Security  System,  and  establishing  a  livable 
level  of  income. 

H.R.  1.  accomplishes  at  least  a  part  of  these  things,  and  to  this  extent  our 
organization  supports  that  part  of  H.R.  1.  that  operates  here.  We  do  not  propose 
to  argue  the  merits  of  the  whole  bill,  but  are  confining  ourselves  to  that  part 
of  it  which  is  in  our  field.  Our  chief  concern  at  this  point  is  the  establishment 
by  H.R.  1.  of  a  $130  flat  grant  to  single  persons  and  $195  for  couples,  initially, 
with  permission  for  the  states  to  discontinue  all  state  contributions  in  this  field. 
This  would  mean  that  the  new  $130  grant  would  then  become  the  total  income 
of  those  retired  persons  having  no  other  source  of  funds.  We  object  to  this  on 
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two  grounds.  First,  the  amount  of  $130  is  in  itself  totally  inadequate.  Second, 
many  states,  through  the  present  system  of  shared  State-Federal  funds,  are 
already  paying  more  than  $130,  and  since  all  States  are  now  protesting  that  they 
cannot  continue  their  present  level  of  contributions,  state  supplemented  income 
will  nowhere  be  available,  which  means  that  in  all  those  states  presently  pay- 
ing more  than  $130  the  already  in-poverty  recipient  of  Old  Age  Assistance 
would  suffer  a  cut. 

We  urge  strongly  that  this  Committee  amend  H.R.  1.  to  set  the  new  standard 
of  payments  to  the  elderly,  blind  and  disabled  at  the  intermediate  income  level 
of  the  Bureau  of  Labor  Statistics  for  a  couple,  with  75%  of  this  amount  for  a 
single  person,  in  accord  with  the  recommendation  of  the  White  House  Conference 
on  Aging.  Should  this  not  be  done,  then  we  hold  that  the  only  acceptable  mini- 
mum of  action  by  this  Committee  be  the  provision  of  funds  in  those  necessary 
cases  to  the  end  that  no  person  in  any  state  shall  receive  less  than  his  current 
grant  at  the  time  the  new  law  becomes  operable. 

Thank  you. 

Mike  Burk,  Legislative  Advocate. 

The  Chairman.  I  suppose  I  ought  to  introduce  the  next  witness.  I 
am  reminded  of — somewhat  of  a  story  my  father  used  to  tell. 

My  father  used  to  tell  a  story  about  a  fellow  who  was  at  one  time 
in  the  State  penitentiary  and  after  he  got  out  he  went  into  an  area 
where  he  wasn't  known  and  established  himself  as  a  preacher.  One 
day  he  looked  out  there  among  the  brethren  and  he  saw  a  former  cell- 
mate who  had  served  with  him  at  the  same  time  in  the  penitentiary, 
and  he  said,  "Brethren,  I  wish  to  read  from  my  text,"  and  he  said,  "It 
says  right  here,  "if  thou  knowest  me  when  thou  seest  me,  speak  not  for 
I  will  see  thee  later.  [Laughter.] 

The  next  witness  is  a  gentleman  whom  I  knew  back  during  my  days 
in  the  amphibious  force,  and  if  some  of  my  veteran  stories  were  some- 
what exaggerated,  he  would  be  in  position  to  correct  me ;  and  I  would 
just  urge  that  he  hold  that  information  unto  himself  until  we  have  a 
chance  to  clear  it. 

I  am  pleased  to  present  to  the  committee  Mr.  Burton  C.  Holmes, 
who  is  speaking  for  the  National  Association  of  Life  Underwriters. 

Mr.  Holmes,  we  are  pleased  to  have  you  here  and  I  suppose  prob- 
ably the  less  said  about  our  days  of  flattening  out  the  big  waves  in  the 
Mediterranean  the  better  off  we  wTill  both  be. 

STATEMENT  0E  BURTON  C.  HOLMES,  CLU,  VICE  CHAIRMAN, 
NATIONAL  ASSOCIATION  OF  LITE  UNDERWRITERS'  COMMITTEE 
ON  FEDERAL  LAW  AND  LEGISLATION;  ACCOMPANIED  BY 
MICHAEL  KERLEY,  STAFF  COUNSEL,  NALU 

Mr.  Holmes.  Thank  you,  Mr.  Chairman. 

I  am  vice  chairman  of  the  Committee  on  Federal  Law  and  Legisla- 
tion for  the  National  Association  of  Life  LTnderwTriters,  and  accom- 
panying me  here  today  is  Michael  Kerley,  staff  counsel  for  our 
association. 

I  appreciate  the  opportunity  to  present  testimony  before  this  com- 
mittee on  H.R,  1.  Certainly  H.R,  1  is  one  of  the  most  important  pieces 
of  legislation  which  this  committee  will  consider. 

Rather  than  read  my  entire  prepared  statement,  Mr.  Chairman,  at 
this  time  I  would  ask  permission  that  it  be  inserted  in  its  entirety  for 
the  record. 

The  Chairman.  We  will  print  it  all. 

Mr.  Holmes.  Thank  you. 
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The  Chairman.  You  can  touch  the  main  points  you  want  to  bring 
to  our  attention. 

Mr.  Holmes.  In  September  1970,  NALU  testified  before  this  com- 
mittee on  H.R.  17550.  That  bill,  while  it  did  not  become  law,  serves 
as  the  basis  for  the  present  bill  before  the  committee. 

Since  September  1970,  important  events  have  occurred  which  lead 
us  to  believe  that  the  committee  should  take  a  further  look  at  some  of 
the  OASDI  provisions  in  H.R.  1. 

The  President's  new  economic  policies,  aided  substantially  by  the  tax 
amendments  of  1971,  have  attempted  to  stem  the  tide  of  inflation  and 
spur  the  economy  to  real  expansion.  Provisions  in  H.R.  1  can  seriously 
affect  both. 

H.R.  1  seems  to  us  to  be  simply  too  expansive  in  its  current  form  and 
should  be  pared,  eliminating  what  is  not  absolutely  necessary  and  re- 
taining only  those  provisions  which  will  allow  social  security  to  main- 
tain the  floor-of -protection  role  which  has  been  alluded  to  before 
today. 

Let  me  summarize  at  this  point  our  position  on  the  major  provisions 
of  H.R.  1 : 

First,  we  urge  the  committee  to  reject  the  proposal  to  increase  gen- 
eral social  security  benefits  by  5  percent  effective  in  June  1972. 

Benefit  increases  which  became  effective  in  January  1970,  and  1971 
have  far  surpassed  increases  necessary  to  maintain  social  security  cash 
benefits  on  a  par  with  the  cost  of  living.  We  believe  that  future  in- 
creases should  be  made  only  as  required  by  the  increased  cost  of  living. 

Second,  our  association  supports  the  provision  in  H.R.  1  to  make 
cash  benefits  automatically  responsive  to  increases  in  the  cost  of  living 
in  the  future. 

Third,  we  urge  the  committee  to  maintain  the  earnings  base  at 
$9,000  for  1972  and  1973  and  allow  the  automatic  provisions  in  H.R.  1 
to  adjust  the  earnings  base  as  future  national  wage  patterns  and  bene- 
fit increases  dictate. 

Fourth,  Ave  agree  that  the  earnings  test  should  be  increased  to  $2,000 
and  that  the  dollar-for-dollar  reduction  in  benefits  should  be  elimi- 
nated, leaving  only  a  $1  reduction  in  benefits  for  each  $2  of  earnings 
in  excess  of  $2,000. 

Fifth,  we  urge  the  committee  to  disapprove  the  provision  which  will 
allow  men  to  retire  at  age  62  without  an  actuarial  reduction  in  benefits. 

Sixth,  we  strongly  oppose  an  OASDI  employer-employee  with- 
holding tax  rate  which  would  reach  12.2  percent  iii  1977  if  H.R.  1  be- 
comes law.  Instead,  we  urge  the  committee  to  retain  as  closely  as 
possible  the  present  scheduled  10.3  percent  ultimate  tax  rate  to  become 
effective  in  1976. 

And,  finally,  Mr.  Chairman,  we  urge  the  committee  to  support  the 
House-passed  provision  which  will  eliminate  FICA  taxes  on  wages 
paid  by  an  employer  to  the  survivor  or  estate  of  a  former  employee 
after  the  calendar  year  in  which  the  employee  died. 

We  urge  the  committee  to  expand  this  exclusion  to  eliminate  the 
FICA  tax  on  wages  paid  to  an  employee  in  any  calendar  year  all  of 
which  is  included  in  the  period  of  disability.  This  latter  provision  is 
not  included  in  the  House-passed  bill. 

Let  me  elaborate  further  on  the  latter  two  points : 
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Title  I,  section  128  of  H.R.  1  would  amend  section  209  of  the  Social 
Security  Act  and  section  3121A  of  the  Internal  Revenue  Code  of  1954 
to  provide  that  income  received  by  a  survivor  or  the  estate  of  a  former 
employee  after  the  calendar  year  in  which  an  employee  died  be  ex- 
cluded from  the  payment  of  FICA  taxes.  In  approving  this  section  of 
H.R.  1,  the  Committee  on  Ways  and  Means  stated : 

Under  present  law,  social  security  taxes  must  be  paid  on  wages  paid  to  an 
employee's  estate  or  survivor  after  the  year  the  employee  dies  even  though  the 
wages  cannot  be  used  to  determine  eligibility  for  or  the  amount  of  social  security 
benefits.  These  provisions  have  worked  a  hardship,  particularly  in  the  case  of 
deceased  life  insurance  salesmen  whose  renewal  commissions  have  been  taxed 
for  many  years  after  their  death  without  increasing  the  social  security  benefits 
of  their  survivors.  Accordingly,  the  bill  would  exclude  from  the  definition  of 
wages  amounts  earned  by  a  worker  in  covered  employment  which  are  paid  after 
the  year  in  which  he  died. 

It  should  be  noted  that  while  life  insurance  agents  seem  to  be  the 
largest,  single  classification  of  workers  touched  by  this  bill,  many  other 
workers  could  be  affected. 

For  example,  a  worker  who  dies  very  near  the  end  of  a  given  year 
may  earn  wages  that  because  of  deferral  payroll  system  would  not  be 
paid  to  his  estate  until  the  following  year. 

Under  the  present  law,  the  earnings  received  after  the  yearend 
would  be  subject  to  FICA  taxes  but  would  not  figure  into  the  com- 
putation for  benefits. 

NALU  recommends  that  the  committee  affirm  this  section  of  the  bill 
and  also  eliminate  another  injustice  of  long  standing. 

Just  as  wages  received  by  an  employee's  survivor  or  estate  after  the 
year  of  his  death  is  taxable  for  social  security  purposes,  and  excluded 
for  benefit  computation  purposes,  so,  too,  is  similar  income  received 
after  disability.  Income  received  in  years  during  all  of  which  the  in- 
dividual is  disabled  and  receiving  social  security  benefits  is  under  the 
present  law  disallowed  for  benefit  computation  purposes  even  though 
the  FICA  tax  continues  to  be  paid  thereon. 

Once  again,  life  insurance  agents  represent  a  significant  classifica- 
tion of  workers  affected  by  this  provision,  although  certainly  many 
others  are  also  affected. 

NALU  urges  the  committee  to  rectify  the  unfairness  with  respect 
to  income  received  after  disabilitv  by  amending  title  I,  section  128 
of  H.R.  1. 

We  have  previously  submitted  language  to  the  professional  staff  of 
the  committee  which  we  believe  will  accomplish  the  desired  results. 

This  ends  my  oral  presentation  at  this  time  and  I  want  to  thank  you 
for  the  opportunity  to  appear  before  you  today. 

The  Chairman.  Thank  you  very  much,  Mr.  Holmes.  You  have  made 
some  good  suggestions  here  and  while  you  were  presenting  them  I  have 
been  consulting  with  our  staff  to  be  assured  that  those  suggestions  will 
be  considered  by  the  committee  when  we  are  in  executive  session. 

Mr.  Hoi.mes.  Thank  you  very  much. 

The  Chairman.  We  appreciate  your  testimony. 

Any  questions? 

Thank  you  very  much  for  a  good  statement. 

(The  previous  witness'  prepared  statement  follows.  Hearing  con- 
tinues on  page  914.) 
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Statement  of  the  National  Association  of  Life  Underwriters,  Presented  bt 
Burton  O.  Holmes,  OLU  Vice  Chairman,  NALU  Committee  on  Federal  Law 
and  Legislation 

introductory  remarks 

I  am  Burton  C.  Holmes,  CLU,  of  Columbus,  Ohio,  and  I  am  appearing  before 
your  Committee  today  as  the  Vice  Chairman  of  the  Committee  on  Federal  Law  & 
Legislation  of  The  National  Association  of  Life  Underwriters.  NALU  is  a  trade 
association  composed  of  over  950  state  and  local  life  underwriter  associations 
representing  a  membership  in  excess  of  100,000  life  insurance  agents,  general 
agents  and  managers  residing  and  doing  business  in  virtually  every  locality  of 
the  United  States. 

We  appreciate  this  opportunity  to  present  our  views  with  respect  to  certain  of 
the  proposed  revisions  in  the  Social  Security  system. 

Prior  to  making  specific  comments  on  the  recommendations  contained  in  H.R. 
1,  I  should  like  to  summarize  our  basic  position  with  regard  to  the  OASDI 
program,  its  objectives  and  purposes. 

NALU'S  BASIC  PHILOSOPHY  REGARDING  SOCIAL  SECURITY 

We  believe  that  the  Old- Age,  -Survivors,  and  Disability  Insurance  program  was 
designed  to  provide  what  is  commonly  referred  to  as  a  "basic  floor  of  protection" 
against  economic  want  and  need,  financed  by  earmarked  taxes  imposed  upon 
employers,  employees  and  self-employed  individuals  and,  to  a  small  extent,  by 
interest  earnings  on  the  Social  Security  trust  funds.  It  was  intended  that  upon 
this  basic -floor,  each  covered  person,  by  individual  and  employer  initiative,  would 
plan  and  build  additional  economic  security  for  himself  and  his  family  by  means 
of  private  savings,  investments,  insurance,  pension  programs  and  the  like. 

As  thus  originally  conceived  and  designed,  the  Social  Security  program  is 
socially  and  economically  desirable ;  but  to  assure  its  continued  existence,  it  is 
essential  that  the  program  be  soundly  maintained.  Over  expansion  of  the  program 
must  be  avoided,  since  such  overexpansion  would  contravene  what  we  believe 
to  be  the  basic  philosophy  behind  the  program,  substantially  increase  the  tre- 
mendous financial  burden  already  facing  present  and  future  Social  Security 
taxpayers,  and  pose  a  threat  to  the  safety  and  continued  existence  of  the  program 
itself. 

Since  the  last  appearance  by  our  Association  before  this  Committee,  events  of 
great  importance  to  the  American  public  have  transpired  which,  in  our  opinion, 
should  be  reflected  in  the  course  that  the  Finance  Committee  sets  for  OASDI. 
The  President's  initial  Wage-Price  Freeze,  subsequent  Phase  II  thaw,  and  the 
tax  amendments  of  1971,  the  latter  measure  passed  with  substantial  contributions 
from  the  Senate  Finance  Committee,  will  have  a  profound  effect  on  the  effort 
to  curtail  inflation,  a  malady  which  has  seriously  imperiled  the  OASDI  program, 
and  the  effort  to  spur  the  economy  into  real  expansion. 

It  is  our  belief  that  the  Committee  should  reexamine  the  current  OASDI 
proposals  in  H.R.  1  in  light  of  the  above  goals.  H.R.  1  seems  to  us  to  be  simply 
too  expensive  in  its  current  form  and  should  be  pared,  eliminating  what  is  not 
absolutely  necessary  and  retaining  only  those  provisions  which  will  allow  Social 
Security  to  maintain  its  "floor  of  protection"  role. 

SUMMARY  OF  PRINCIPAL  POINTS 

In  September  1970,  NALU  submitted  testimony  before  this  Committee  on  H.R. 
17550,  the  Social  Security  Amendments  of  1970.  That  bill,  while  it  did  not  be- 
come law,  forms  the  basis  for  the  current  proposals  for  Social  Security 
amendments. 

There  have  been  significant  modifications  and  additions  to  the  provisions  which 
were  originally  considered  as  H.R.  17550.  Although  our  testimony  today  re- 
sembles that  which  we  offered  on  H.R.  17550  to  a  large  degree,  we  believe  the 
changes  made  from  it  in  H.R.  1  require  comment,  and  those  provisions  which 
are  the  same  deserve  reiteration. 

The  following  is  a  summary  of  the  principal  points  in  the  Association's  testi- 
mony on  H.R.  1 : 

1.  Reject  the  proposal  to  increase  general  Social  Security  benefits  by  5%, 
effective  June  1972.  Benefit  increases  effective  January  1970  and  1971  sur- 
passed by  a  substantial  margin  the  increase  necesary  to  maintain  Social 
Security  cash  benefits  on  a  par  with  the  cost  of  living.  Any  future  increases 
should  reflect  only  cost  of  living  requirements ; 
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2.  Enact  provisions  which  make  cash  benefits  automatically  responsive 
to  the  cost  of  living  in  the  future ; 

3.  Maintain  the  earnings  base  at  $9,000,  subject  to  automatic  adjustment 
in  accordance  with  provisions  established  by  H.R.  1 ; 

4.  Increase  the  annual  amount  a  beneficiary  can  earn  without  affecting 
benefit  levels  to  $2,000 ;  approve  $1  reduction  in  benefits  for  each  $2  of  earn- 
ings in  excess  of  $2,000 ; 

5.  Disapprove  the  provision  which  would  increase  benefits  for  men  retir- 
ing at  age  62 ; 

6.  Oppose  the  provision  which  would  permit  widows  and  widowers  a  bene- 
fit equal  to  100%  of  the  primary  insurance  amount  if  the  benefit  is  applied 
for  at  age  65  or  over ; 

7.  Oppose  an  OASDI  employer-employee  withholding  tax  rate  which  is 
scheduled  to  reach  12.2%  in  1977,  as  contrasted  with  an  ultimate  rate  of 
10.3%  under  current  law ;  and 

8.  Support  the  provision  which  would  eliminate  FICA  taxes  on  wages  paid 
by  an  employer  to  the  survivor  or  estate  of  a  former  employee  after  the 
calendar  year  in  which  such  employee  died.  The  Association  recommends 
that  this  exclusion  be  expanded  to  eliminate  the  tax  on  wages  paid  to  an 
employee  in  any  calendar  year  all  of  which  is  included  in  a  period  of 
disability. 

AUTOMATIC  ADJUSTMENTS  OF  BENEFITS 

Administration  witnesses  have  described  the  "purchasing  power  guarantee" 
section  of  the  bill  as  the  most  significant  reform  effort  in  the  current  legislative 
proposals.  We  concur  in  that  characterization  of  that  aspect  of  the  measure.  It 
represents  a  marked  departure  from  past  methods  of  keeping  Social  Security 
benefits  up  to  date.  While  it  appears  to  be  far-reaching,  we  think  it  is  an  idea  that 
has  great  merit. 

-  One  need  only  consult  the  recent  history  of  Social  Security  benefits  to  gain 
an  appreciation  for  the  "cost  of  living"  idea.  Hearings  on  Social  Security,  both 
by  this  Committee  and  the  House  Ways  and  Means  Committee,  have  been  held 
approximately  every  two  years  during  the  past  ten  years.  The  dominant  theme 
of  the  hearings  usually  revolves  around  an  increase  in  Social  Security  benefits 
necessitated  by  the  erosion  of  the  value  of  the  dollar  by  inflation.  If  a  means 
could  be  found  to  make  Social  Security  benefits  automatically  responsive  to  the 
cost  of  living,  it  seems  to  our  Association  such  a  feature  would  be  highly  desira- 
ble. Fortunately,  H.R.  1  contains  such  a  provision. 

As  contemplated  by  the  bill,  Social  Security  benefits  would  be  increased,  auto- 
matically, whenever  the  Consumer  Price  Index  was  3"%  or  more  above  the  Con- 
sumer Price  Index  for  the  last  "cost  of  living  computation  quarter."  Thus,  if 
the  cost  of  living  rose,  benefits  would  be  increased.  If  the  cost  of  living  re- 
mained stable,  benefits  would  remain  at  their  then  current  level.  NALU  believes 
that  the  automatic  adjustment  of  benefits  provision  of  H.R.  1  would  allow  a  rapid, 
precise  realignment  between  any  significant  increase  in  the  cost  of  living  and 
cash  benefits  under  Social  Security.  Therefore,  NALU  endorses  the  automatic 
cost  of  living  provision  and  would  urge  that  the  Congress  enact  it. 

In  one  further  comment  on  this  aspect  of  the  bill,  I  would  like  to  draw  the 
Committee's  attention  to  a  point  about  which  it  is  probably  well  aware,  and  that 
is,  that  the  bil  contains  no  provision  for  reducing  benefits  if  the  cost  of  living 
goes  down.  On  the  off  chance  that  such  a  downturn  should  occur,  we  think  that 
a  provision  should  be  added  to  the  bill  to  make  a  corresponding  change  in  the 
benefit  amounts. 

AUTOMATIC  ADJUSTMENT  IN  THE  EARNINGS  BASE 

If  the  concept  of  automatic  benefit  increases  is  valid,  and  we  think  it  is,  then 
it  follows  that  an  automatic  method  of  keeping  up  to  date  the  maximum  earn- 
ings base  on  which  benefits  are  calculated  is  also  valid.  Under  H.R.  1,  the  earn- 
ings would  be  automatically  increased  in  proportion  to  the  increase  in  the  level 
of  average  covered  wages,  provided  an  automatic  increase  in  benefits  became 
effective  in  the  same  year. 

Given  the  proper  starting  earnings  base,  a  mechanism  for  the  automatic  adjust- 
ment of  the  earnings  base  to  reflect  relative  changes  in  the  total  earned  income 
of  covered  workers  has  valid  appeal.  (The  $10,200  wage  base  scheduled  to  take 
effect  in  1972  is  not  the  proper  starting  point,  in  our  opinion.  I  will  comment 
further  on  this  point  under  a  subsequent  heading.)  The  workers  of  the  United 
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States  can  depend  upon  Social  Security  benefits  keeping  pace  with  the  economy 
and,  at  the  same  time,  be  assured  that  the  financing  of  those  benefits  will  be  han- 
dled in  a  responsible  manner.  For  its  part,  management  will  be  able  to  look  upon 
the  Social  Security  program  with  confidence,  knowing  at  all  times  what  per- 
centage of  average  earned  income  of  workers  reaching  retirement  will  be  re- 
placed by  Social  Security  payments,  allowing  close  correlation  of  private  pension 
and  retirement  programs  with  Social  Security  to  provide  a  greater  measure  of 
retirement  security  to  the  working  public.  And  finally,  the  average  working  indi- 
vidual will  know  with  certainty  just  how  much  economic  security  he  must  provide 
for  himself  if  he  is  to  enjoy  the  full  measure  of  his  retirement  years. 

One  more  comment  on  this  section  of  the  bill  seems  appropriate  before  turning 
to  another  topic.  Apparently,  this  section  of  the  bill  lacks  a  means  to  reflect  a 
decrease  in  wages.  Just  as  we  have  suggested  under  the  automatic  benefit  adjust- 
ment section,  we  would  urge  the  committee  to  add  a  decrease  feature  to  this 
provision  of  the  bill. 

INCREASE  IN  EARNINGS  BASE  TO   $10,200   IN  1972 

The  bill  before  the  Committee  proposes  to  increase  the  Social  Security  earn- 
ings base  to  $10,200  from  $9,000  effective  in  1972.  NALU  opposes  this  proposal  to 
increase  the  earnings  base  either  for  1972  or  1973  and  urges  the  Committee  to 
retain  the  present  earnings  base  and  allow  an  automatic  adjustment  to  occur 
pursuant  to  the  automatic  provision  in  the  bill  when,  and  if,  an  adjustment  is 
required. 

The  earnings  base  has  increased  in  absolute  dollar  amounts  over  the  years, 
but  it  is  an  historical  fact  that  the  earnings  base  has  remained  nearly  constant 
since  1951  if  expressed  in  terms  of  a  percent  of  total  annual  earnings  in  covered 
work  subject  to  Social  Security  contributions.  Unfortunately,  the  proposal 
presently  before  the  Committee  seeks  to  break  the  percentage  relationship  that 
history  and  the  Congress  has  found  to  be  highly  successful  by  raising  the  start- 
ing earnings  base  to  $10,200  beginning  in  1972. 

NALU  recommends  that  the  current  earnings  base  of  $9,000  be  maintained  in 
1972  and  be  adjusted  upwards,  if  necessary  thereafter,  as  the  automatic  adjust- 
ment machinery  in  the  bill  requires.  In  1969,  then  Chief  Actuary  of  the  Social 
Security  Administration,  Robert  J  Myers,  estimated  that  by  1972  a  $9,000 
earnings  base  would  cover  80.8%  of  projected  total  annual  earnings  in  covered 
work  subject  to  contribution,  in  other  words,  be  right  in  line  with  historical 
precedent  and  Congressional  intent.  We  urge  the  Committee  to  retain  the  current 
base  unless  more  current  earnings  data  dictates  otherwise. 

5  PERCENT  BENEFIT  INCREASE 

It  is  a  well  known  fact  that  among  the  individuals  most  affected  by  the  loss  of 
buying  power  of  the  dollar  resulting  from  inflation  are  those  maintaining  a 
household  by  means  of  a  fixed  income.  There  is  little  that  I  can  add  to  the 
public  knowledge  about  inflation.  Suffice  it  to  say  that  a  means  should  be  found 
to  alleviate  the  problem.  In  the  case  of  Social  Security  beneficiaries,  the  prefer- 
able way  would  be  to  halt  inflation.  Our  hope  is  that  the  new  economic  policies 
devised  by  the  Administration  and  fostered  by  the  Congress  will  stem  the  tide 
of  inflation. 

The  Congress  has  enacted  benefit  increases  twice  in  two  years  (15%  effective 
January  1970  and  10%  effective  January  1971)  which  have  paced  Social  Security 
benefits  well  beyond  the  Cost  of  Living  Index.  In  fact,  data  currently  available 
reveals  that  since  1950  the  cost  of  living  has  risen  59.1%  while  Social  Security 
benefits  have  been  raised  101.3%. 

Philosophically,  NALU  maintains  that  the  Social  Security  program  was  de- 
signed to  accomplish  the  specific  goal  of  providing  a  basic  income  for  people 
who  are  no  longer  able  to  earn  income  for  themselves.  We  believe  that  the 
program  has,  by  and  large,  accomplished  that  goal.  In  our  opinion,  the  only 
requirement  that  needs  to  be  met  on  a  continuing  basis  is  to  retain  the  relative 
position  of  benefits  to  the  economy  as  a  whole.  A  5%  increase  in  benefits  next 
June  will  further  outstrip  the  Consumer  Price  Index ;  NALU  recommends  that 
the  5%  benefits  increase  be  deleted  from  the  bill  and  that  the  automatic  mechan- 
ism contained  in  the  bill  dictate  future  benefits  in  accordance  with  changes  in 
the  cost  of  living. 
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LIBERALIZATION    OF   RETIREMENT  TEST 

NALU  supports  the  provision  contemplated  by  H.R.  1  to  increase  the  amount 
of  earnings  that  an  individual  may  have  without  affecting  his  Social  Security 
benefits  and  keep  the  exempt  amount  up  to  date  automatically.  Under  the  bill, 
the  annual  earnings  exemption  would  be  increased  to  $2,000  from  $1,680,  allow- 
ing an  individual  beneficiary  to  earn  up  to  $2,000  per  year  without  affecting  his 
benefits.  Earnings  above  $2,000  would  result  in  a  deduction  of  $1  for  every  $2 
earned.  NALU  agrees  with  the  principle  of  reducing  Social  Security  costs  where- 
ever  possible,  and  for  that  reason,  we  believe  that  the  Retirement  Test  is 
needed.  However,  we  believe  that  reasonable  allowances  should  be  made  for 
personal  initiative  in  supplementing  retirement  income.  We  support  the  bill 
out  of  a  realization  that  this  aspect  of  the  Social  Security  system  should  keep 
pace  with  the  economy  just  as  the  benefit  structure  does  in  order  to  stimulate 
personal  initiative  rather  than  stifle  it. 

COMBINED  EMPLOYER-EMPLOYEE  TAX  RATE 

H.R.  1  proposes  that  the  OASDI  combined  employer-employee  tax  rate  be 
raised  to  a  total  of  12.2%  in  1977  and  thereafter,  from  10.3%.  An  increase  of  the 
magnitude  contemplated  by  H.R.  1  completely  ignores  the  historical  reluctance 
of  this  Committee  to  expand  the  OASDI  tax  burden  beyond  10%. 

The  current  rate,  while  it  is  scheduled  to  reach  10.3%  after  1975,  still  maintains 
the  tacit  agreement  of  Congress  that  the  rate  should  not  exceed  10%.  The  major 
reason  for  this  understanding  would  seem  to  be  that  the  higher  the  Social 
Security  taxes,  the  greater  the  tax  load  on  the  working  public  and  fewer  dollars 
the  public  will  have  to  place  into  private  means  of  developing  economic  security. 
As  another  factor  the  committee  no  doubt  took  into  consideration  the  economic 
growth  of  our  economy  which  demands  that  sufficient  investment  capital  be 
readily  available.  Such  capital  is  normally  derived  from  funds  put  to  work 
through  private  pension  plans,  savings,  and  life  insurance,  to  mention  just  a  few. 
It  seems  reasonable  to  assume  that  to  the  extent  Congress  increases  Social 
Security  taxes,  a  concomitant  decrease  in  the  amount  of  dollars  the  public  has 
to  place  into  private  security  programs  will  result,  further  depleting  the  capital 
investment  market. 

NALU  wouM  urge,  therefore,  that  the  combined  OASDI  tax  rate  be  main- 
tained as  close  to  10%  as  possible.  This  action  may  require  that  certain  pro- 
posed benefit  additions  or  liberalizations  will  have  to  be  deleted  or  postponed. 
Be  that  as  it  may,  NALU  believes  that  the  Congress  must  be  mindful  of  the 
needs  of  taxpaying  Americans  and  the  requirements  of  our  investment  economy. 

AGE   62   COMPUTATION   POINT  FOR  MEN 

In  addition  to  objecting  to  a  lowering  of  the  retirement  benefit  calculation 
point  for  men  on  fiscal  grounds,  NALU  disagrees  with  the  philosophical  thrust, 
as  well.  The  bill  provides  that  the  ending  point  of  the  period  that  is  used  to 
determine  insured  status  for  men  and  the  ending  point  of  the  period  that  is  used 
to  determine  the  number  of  years  over  which  a  man's  average  monthly  earnings 
must  be  calculated  will  be  the  beginning  of  the  year  in  which  he  reaches  62, 
instead  of  age  65  as  under  present  law,  allowing  "early"  retirement  for  men 
with  larger  benefits  than  is  provided  under  present  law. 

The  rationale  behind  this  proposed  change  in  computation  point  is  that 
women  have  been  given  the  age  62  computation  point,  and  therefore,  to  be 
fair,  men  should  be  afforded  the  same  treatment.  We  beHeve  that  this  is  the 
type  of  gradual  overexpansion  of  the  program  which  most  seriously  threatens 
the  stabi  ity  of  the  program.  We  cautioned  in  the  past  that  there  was  no  reason 
why,  outside  of  disability,  early  retirement  is  beneficial.  And  we  urged  in  the 
past  that  if  such  treatment  were  extended  to  women,  it  would  serve  as  a  prece- 
dent, encouraging  like  treatment  for  men.  The  Committee  now  has  before  it 
that  proposa1  and  we  believe  it  is  unnecessary  and  undesirable.  In  view  of 
the  increased  life  expectancy  and  useful  economic  life  of  the  average  American, 
we  believe  that  to  the  extent  that  any  further  liberalization  in  benefits  for 
early  retirement  would  operate  to  induce  covered  workers  to  choose,  or  be 
forced  into,  early  retirement,  such  a  result  wouM  tend  to  be  detrimental  both  to 
the  best  social  and  economic  interests  of  the  workers  themselves  and  to  the 
economic  growth  of  the  nation. 

Therefore,  we  respectfully  urge  that  the  section  of  the  bill  providing  an 
age-62  computation  point  for  men  not  be  adopted. 
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ONE-HUNDRED  PERCENT  BENEFITS  FOR  WIDOWS   OR  WIDOWERS 

Like  the  provision  for  an  age-62  computation  point  for  men,  NALU  objects 
to  this  section  of  the  biU  on  fiscal  grounds  and  for  that  reason  alone  would 
suggest  that  it  not  be  adopted.  But  further,  it  has  been  shown  that,  under  cer- 
tain fairly  common  circumstances,  the  terms  of  this  proposal  would  permit  a 
widow  (or  widower)  to  receive  a  higher  benefit  than  would  have  been  received 
by  the  worker  if  the  widow  had  died  first.  Clearly,  this  result  is  manifestly 
unfair  and  should  not  be  tolerated.  Therefore,  this  section  should  be  deleted. 

PAYMENTS  BY  AN  EMPLOYER  TO  THE  SURVIVOR  OR  ESTATE  OF  A  FORMER  EMPLOYEE 

Title  I,  Section  128  of  H.R.  1  would  amend  Section  209  of  the  Social  Security 
Act  and  Section  3121A  of  the  Internal  Revenue  Code  of  1954  to  provide  that 
income  received  by  a  survivor  or  the  estate  of  a  former  employee  after  the  cal- 
endar year  in  which  an  employee  died  be  excluded  from  the  payment  of  FICA 
taxes.  In  approving  this  section  of  H.R.  1,  the  Committee  on  Ways  and  Means 
stated : 

"Under  present  law,  social  security  taxes  must  be  paid  on  wages  paid  to  an  em- 
ployee's estate  or  survivor  after  the  year  the  employee  dies  even  though  the 
wages  cannot  be  used  to  determine  eligibility  for  or  the  amount  of  social 
security  benefits.  These  provisions  have  worked  a  hardship,  particularly  in 
the  case  of  deceased  life  insurance  salesmen  whose  renewal  commissions  have 
been  taxed  for  many  years  after  their  death  without  increasing  the  social  security 
benefits  of  their  survivors.  Accordingly  .  .  .  [the]  bill  would  exclude  from 
the  definition  of  wages  amounts  earned  by  a  worker  in  covered  employment 
which  are  paid  after  the  year  in  which  he  died." 

It  should  be  noted  that  while  life  insurance  agents  seem  to  be  the  largest, 
single  classification  of  workers  touched  by  the  bill,  many  other  workers  could 
be  affected.  For  instance,  a  worker  who  dies  very  near  the  end  of  a  given 
year  may  earn  wages  that,  because  of  a  deferred  payroll  system,  would  not  be 
paid  to  his  estate  until  the  following  year.  Under  present  law,  the  earnings 
received  after  the  year  end  would  be  subject  to  FICA  taxes  but  would  not 
figure  into  the  computation  for  benefits. 

NALU  recommends  that  the  Committee  affirm  this  section  of  the  bill  and  also 
eliminate  another  related  injustice  of  long  standing. 

PAYMENTS  BY  AN  EMPLOYER  TO  A  DISABLED  EMPLOYEE 

Just  as  wages  received  by  an  employee's  survivors  or  estate  after  the  year 
of  his  death  are  taxable  for  Social  Security  purposes,  and  excluded  for  benefit 
computation  purposes,  so  too  is  similar  income  received  after  disability.  Income 
received  in  years  during  all  of  which  the  individual  is  disabled  and  receiving 
Social  Security  benefits  is,  under  present  law,  disallowed  for  benefit  computa- 
tion purposes  even  though  FICA  taxes  continue  to  be  paid  thereon.  Once  again, 
life  insurance  agents  represent  a  significant  classification  of  workers  affected 
by  this  provision,  although  certainly  many  others  are  also  affected. 

NALU  urges  the  Committee  to  rectify  the  anomaly  with  respect  to  income 
received  after  disability  by  amending  Title  I,  Section  128  of  H.R.  1.  We  have 
previously  submitted  language  to  the  professional  staff  of  the  Committee  which 
we  think  will  accomplish  the  desired  result  (see  Appendix  A). 

INDEPENDENT  REVIEW  AND  STUDY  OF  THE  SOCIAL  SECURITY  SYSTEM 

Iii  order  to  define  the  future  role  of  Social  Security  and  unearth  improve- 
ments which  may  help  to  round  out  the  program  NALU  wishes  to  renew  its 
request  to  the  Finance  Committee  that  a  high  caliber,  independent  study  com- 
mittee be  established  to  make  a  comprehensive  review  of  the  goals,  priorities  and 
costs  of  the  Social  Security  program.  We  believe  that  such  a  committee  should  be 
made  up  of  experts  from  all  sectors  of  the  economic  spectrum,  both  private  and 
public,  actually  representing  the  varying  segments  of  the  public.  We  are  aware 
of  the  existence  of  advisory  councils  that  purport  to  do  this  but,  frankly,  we  do 
not  agree  that  the  councils  actually  meet  our  definitional  requirements. 

We  would  hope  that  appropriate  analysis  of  the  role  of  private  retirement 
benefits  would  be  included  as  part  of  any  such  study.  The  role  of  the  private 
sector  and  its  present  and  future  impact  on  retirement  programs  should  be 
thoroughly  studied  prior  to  an  expansion  of  the  public  role  beyond  reasonable 
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boundaries.  We  hope,  therefore,  that  the  Congress  will  consider  the  very  rela- 
tionship between  private  and  public  benefits  and  that  it  will  refuse  to  accept 
the  views  of  those  who  would  expand  Social  Security  to  such  unreasonable 
limits  as  to  impede  the  growth  of  private  pension  plans  and  other  retirement 
programs,  or  even  largely  destroy  them.  We  further  contend  that  a  thorough 
examination  of  the  Social  Security  program  would  serve  to  properly  focus  the 
attention  of  all  citizens  on  the  objectives  and  purposes  of  the  system  and,  in  so 
doing,  remove  inequities. 

APPENDIX  A 

NALU  urges  that  Section  128  be  amended  to  read  as  follows.  (Words  in  italic 

have  been  added  by  NALU.) 

PAYMENTS  BY  EMPLOYER  TO  SURVIVOR  OR  ESTATE  OF  FORMER  EMPLOYEE  OR  TO 
DISABLED  WORKER 

Section  128(a)  Section  209  of  the  Social  Security  Act  is  amended  by  striking 
out  "or"  at  the  end  of  subsection  (1) ,  by  striking  out  the  period  at  the  end  of  sub- 
section (m)  and  inserting  in  lieu  thereof  "  ;  or",  and  by  inserting  after  subsection 
(m)  the  following  new  subsection  : 

"  (n)  Any  payment  made  by  an  employer  to  a  survivor  or  the  estate  of  a  former 
employee  after  the  calendar  year  in  which  such  employee  died  or  to  an  employee 
in  any  calendar  year  all  of  which  is  included  in  a  period  of  disability." 

(b)  Section  3121  (a)  of  the  Internal  Revenue  Code  of  1954  (relating  to  defi- 
nition of  wages)  is  amended  by  striking  out  "or"  at  the  end  of  paragraph  (12), 
by  striking  out  the  period  at  the  end  of  paragraph  (13)  and  inserting  in  lieu 
thereof  " ;  or",  and  by  inserting  after  paragraph  (13)  the  following  new  para- 
graph : 

"(14)  any  payment  made  by  an  employer  to  a  survivor  or  the  estate  of  a  for- 
mer employee  after  the  calendar  year  in  which  such  employee  died  or  to  an  em- 
ployee in  any  calendar  year  all  of  which  is  included  in  a  period  of  disability." 

(c)  The  amendments  made  by  this  section  shall  apply  in  the  case  of  any 
payment  made  after  December  1971. 

The  Chairman.  The  next  witness  will  be  Mr.  James  A.  Gavin, 
legislative  director  of  the  National  Federation  of  Independent 
Business. 

STATEMENT  OF  JAMES  A.  GAVIN,  LEGISLATIVE  DIRECTOR, 
NATIONAL  FEDERATION  OF  INDEPENDENT  BUSINESS;  ACCOM- 
PANIED BY  THOMAS  RAE,  WASHINGTON,  D.C.,  STAFF 

Mr.  Gavin.  Mr.  Chairman  and  distinguished  members  of  the  com- 
mittee, I  am  James  A.  Gavin,  legislative  director  of  the  National  Fed- 
eration of  Independent  Business.  Accompanying  me  today  is  Mr. 
Thomas  Rae,  of  our  Washington  staff. 

In  behalf  of  our  298,000  member  firms  in  the  United  States,  I  wish 
to  thank  you  for  this  opportunity  to  testify  before  you  here  today  on 
certain  aspects  of  the  bill,  H.R.  1. 

By  way  of  background  information,  the  federation  was  founded  in 
1943  and  is  today  the  largest  of  its  kind  in  the  world,  representing 
every  segment  of  small  business.  Small  business  in  America  now  ac- 
counts for  95  percent  of  all  businesses,  employs  60  percent  of  the 
Nation's  private,  nonagricultural  work  force  and  accounts  for  more 
than  37  percent  of  the  gross  national  product. 

In  order  to  be  sure  that  the  federation  accurately  represents  our 
member  firms,  we  periodically  poll  them  by  mandate  ballot  on  many 
important  issues  pending  before  the  Congress.  It  is  the  results  of  our 
polls  on  portions  of  H.R.  1  that  I  shall  present  to  this  distinguished 
committee. 
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Mr.  Chairman,  I  have  a  prepared  text  which  I  would  like  to  sum- 
marize for  the  committee  in  the  interest  of  consuming  as  little  time  as 
necessary.  However,  I  would  like  to  request  that  the  full  text  be  entered 
in  the  record  in  its  entirety  following  my  remarks. 

Historically,  when  the  small  businessmen  as  well  as  a  large  number 
of  other  Americans  think  of  reform,  they  think  of  reform  that  will 
bring  financial  savings.  Unfortunately,  a  careful  study  of  this  bill, 
along  with  statistics  provided  by  HEW,  reveals  that  taxes  and  expend- 
itures will  have  no  alternative  but  to  soar. 

This  is  the  case  with  the  social  security  provisions,  especially  that 
section  providing  for  automatic  cost-of-living  increases  in  benefits, 
and  in  taxes.  We  have  taken  two  mandate  ballots  on  this  question  and 
on  both  our  members  have  been  opposed  by  overwhelming  margins. 

Small  businessmen  have  been  pushed  to  the  brink  as  far  as  taxes  are 
concerned  and  it  is  questionable  just  how  much  additional  taxation 
they  can  stand  without  being  forced  to  cut  back  on  employees,  to  raise 
prices,  or  perhaps  even  go  out  of  business. 

It  is  also  our  observation  that  to  include  automatic  social  security 
increases  would  be  an  open  admission  that  present  economic  controls 
will  fail  in  the  fight  against  inflation.  Such  an  inclusion,  in  our 
opinion,  would  be  institutionalizing  inflation. 

The  federation  must  respectfully  oppose  these  automatic  social 
security  increases.  We  believe  tlhat  it  would  be  in  the  best  interests  of 
the  Nation  for  Congress  to  periodically  review  the  country's  economic 
situation  to  determine  when  and  if  additional  benefits  are  justified. 

Our  members  are  in  favor  of  those  portions  of  title  T  which  would 
allow  senior  citizens  to  earn  more  money  without  losing  their  social 
security  benefits.  We  believe  that  people  who  desire  to  work  should 
not  be  denied  benefits  for  which  they  have  worked  and  paid  in  their 
younger  years. 

Also,  we  are  pleased  to  see  that  a  minimum  has  been  established 
providing  aid  to  the  aged,  blind,  and  disabled.  Our  federation  members 
are  keenly  aware  of  and  sensitive  to  the  needs  existing  among  these 
people.  However,  we  favor  retention  of  administration  of  these  benefits 
on  the  local  and  State  levels. 

As  far  as  family  assistance  is  concerned,  we  note  that  under  current 
law  $14.5  billion  is  the  estimated  potential  Federal  and  State  expendi- 
tures for  fiscal  year  1973.  However,  H.R.  1,  if  enacted  as  proposed, 
would  jump  these  expenditures  by  an  estimated  $4  billion  with  the 
administrative  cost  alone  topping  $1.1  billion. 

Even  these  exorbitant  figures  may  well  be  too  conservative.  We 
notice,  for  example,  that  HEW  deducts  $400  million  from  the  $1.1 
billion  administrative  cost.  It  does  this  because  it  figures  the  State  and 
local  governments'  administrative  costs  will  be  reduced  by  this  amount 
to  zero  level  This  is  difficult  to  comprehend.  Even  after  1973  the 
States  which  currently  have  general  assistance  or  special  need  pro- 
grams will  still  have  to  pay  for  their  administration. 

But,  even  assuming  the  correctness  of  all  of  the  new  estimates, 
eligible  welfare  recipients  will  increase  by  10.5  million  to  a  staggering- 
total  of  25.5  million  Americans,  representing  almost  12  percent  of  the 
total  population  or  about  one  in  every  eight  citizens. 

NFIB  members  have  solidly  voiced  their  disapproval  of  many  of 
these  proposals  now  incorporated  in  this  bill.  They  have  opted  against 
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Federal  takeover  of  aid  to  dependent  children  by  more  than  2-to-l 
margins.  Instead  of  having  the  Federal  Government  move  into  this 
area,  they  overwhelmingly  favor  the  approach  proposed  in  Senator 
Curtis'  bill,  S.  2037,  which  would  amend  the  Social  Security  Act  to 
provide  for  revenue- sharing  grants  to  the  States  to  assist  them  in 
meeting  the  costs  incurred  in  operating  public  assistance  programs. 
Our  members  have  voted  84  percent  in  favor  of  Senator  Curtis'  ap- 
proach. Thirteen  percent  opposed  and  3  percent  were  undecided. 

Unfortunately,  through  bureaucratic  interference  and  so-called 
regulation  or  guidelines,  the  States  have  been  superseded  or  over- 
ruled in  the  administration  of  their  own  welfare  programs.  Under 
these  regulations,  the  States  have  been  told  they  must  conform  or  face 
loss  of  Federal  assistance,  not  only  for  welfare  payments  but  also  for 
other  programs  of  assistance  as  well.  - 

Certainly  establishing  one  national  criteria  or  standard  for  welfare 
recipients  has  its  many  problems;  but  at  best  such  a  Federal  stand- 
ard would  undoubtedly  create  an  even  larger  bureaucracy  to  enforce 
it.  Our  members  have  voiced,  on  numerous  occasions,  their  approval 
of  the  continuance  of  State  programs  on  the  State  level.  They  wish 
to  see  our  State  control  of  these  programs  retained  on  the  State  plane. 
The  approach,  as  contained  in  Senator  Curtis'  bill,  we  believe,  would 
do  this. 

Dr.  Hilary  M.  Leyendecker,  who  was  widely  noted  for  his  contri- 
butions in  New  York  relating  to  public  welfare  and  social  work, 
stated  that  a  large  social  welfare  organization  would  be  ineffective 
because  of  its  inflexibility.  Our  members,  too,  believe  that  such  a 
program  is  best  administered  by  those  closest  to  the  people  they  serve, 
in  other  words,  by  the  State  and  local  governments. 

Regarding  a  minimum  basic  annual  income  for  those  families  who 
cannot  adequately  support  themselves,  NFIB  members,  in  a  recent 
survey,  voted  56  percent  for,  35  percent  against,  with  9  percent  un- 
decided. This  is  a  qualified  vote  with  the  stipulations  that  welfare 
parents  register  for  and  accept  employment  or  job  training  when 
offered.  We  interpret  the  vote  as  a  recognition  of  the  problem  of  family 
assistance  but  with  a  realization  that  able-bodied  recipients  take  con- 
structive steps  to  become  active  wage  earners,  themselves  contributing 
to  their  own  financial  well-being  and  security  of  their  family.  Here, 
again,  we  urge  that  such  a  program  be  administered  under  State 
control. 

The  federation  supports  the  principle  that  a  man  who  fathers 
children  has  an  obligation  to  support  those  children.  We  therefore 
applaud  those  sections  of  the  bill  which  provide  for  better  means  of 
forcing  deserting  parents  and  parents  of  illegitimate  children  to  live 
up  to  their  responsibilities.  We  would,  in  fact,  favor  strong  measures 
in  this  area  along  the  lines  suggested  by  the  honorable  chairman  of 
this  committee  in  his  bill,  S.  3019. 

Our  concern  is  that  without  strong  enforcement  of  parental  child 
support,  the  objective  of  any  family  assistance  program  to  maintain 
the  patriarchal  family  unit  may  be  seriously  undermined.  Senator 
Long  has  previously  pointed  out  that  there  remains  an  economic 
incentwe  for  desertion  without  these  provisions. 

Let  me  emphasize  that  we  do  not  view  such  provisions  as  special 
penalties  against  the  poor.  We  favor  these  because  it  is  only  right  and 
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just  for  a  low-income  father  to  meet  the  financial  needs  of  his  family 
to  the  best  of  his  ability,  the  same  that  is  required  of  all  fathers  in 
society. 

Former  presidential  adviser  Patrick  Moynihan  has  said : 

*  *  *  a  working-class  or  middle-class  American  who  chooses  to  leave  his  family 
is  normally  required  first  to  go  through  elaborate  legal  proceedings  and  thereafter 
to  devote  much  of  his  income  to  supporting  them.  The  fathers  of  AFDC  families, 
however,  simply  disappear. 

Therefore,  with  qualifications,  NFIB  member  firms  support  the 
concept  of  a  minimum  basic  annual  income  for  those  families  unable 
to  adequately  support  themselves.  Without  the  requirements  and  quali- 
fications I  have  previously  mentioned,  federation  members  would, 
however,  be  unalterably  opposed  to  any  basic  annual  income. 

This  concludes  my  testimony  and  I  thank  you  for  the  opportunity  of 
being  here. 

The  Chairman.  I  know  you  are  testifying  for  what  your  members 
told  you  in  your  correspondence  with  them,  aren't  you  ?  That  is  basi- 
cally what  you  are  testifying  to  ? 

Mr.  Gavin.  Yes,  sir. 

The  Chairman.  But,  I  think  you  could  give  me  your  judgment  on 
this  point :  It  would  seem  to  me  that  we  have  come  to  the  point  in  this 
Nation  where  I  think  that  we  can — I  know  the  overwhelming  majority 
of  the  American  people  favor  this,  and  I  think  we  ought  to — the  time 
is  coming  when  we  ought  to  simply  say  we  are  going  to  guarantee 
every  able-bodied  person  in  this  country  the  opportunity  to  work  for  a 
minimal  amount  of  income.  I  think  this  country  by  an  overwhelming 
majority  would  agree  to  this  in  any  poll.  In  other  words,  the  Gallup 
poll  has  indicated  that  and  I  think  any  poll,  if  you  ask  people,  "Do 
you  favor  guaranteeing  every  citizen  an  opportunity  to  work,  every 
citizen  who  can,  every  employable  person,  an  opportunity  to  work  for 
a  living,"  they  would  say  "Yes,  we  favor  that."  And  I  think  we  ought 
to  do  that. 

But  for  any  given  amount  of  money,  if  you  say,  "All  right,  now,  a 
person  has  to  have  at  least  $200  for  a  family  of  four,"  I  find  nothing 
against  my  conscience  in  voting  to  say,  "All  right,  we  will  provide  him 
an  opportunity  to  earn  it  and  we  will  use  him  the  best  way  we  can. 
If  we  can't  do  better,  the  Government  will  provide  something — mar- 
ginal work  though  it  may  be." 

But  this  thing  of  paying  somebody  a  guaranteed  wage  for  not 
working  can  only  lead  to  demand  for  more  and  more  money  for  doing 
nothing,  and  dissatisfaction  and  constant  complaint  that  it  is  not 
enough,  that  people  can't  get  by  on  that  standard.  I  have  no  doubt  that 
in  the  long  run  the  only  way  we  will  ever  get  out  of  that  trap  would 
be  to  reverse  and  try  to  go  in  the  other  direction  and  usually  that  kind 
of  thing  takes  a  long,  long  time. 

How  do  you  feel  about  trying  to  guarantee  everybody  an  oppor- 
tunity to  work  for  a  living? 

Mr.  Gavin.  Well,  I  agree  with  you  completely  there  because  that 
is  one  of  the  problems  of  the  small  businessman,  finding  suitable  em- 
ployees. He  is  disadvantaged  in  that  he  doesn't  have  the — he  can't 
offer  the  same  employee  benefits  as  his  larger  competitor — no  pension 
plans  and  so  forth — so  he  really  aims  pretty  much  at  that  segment  of 
the  market. 
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So  if  you  give  those  people  excuses  for  not  working,  I  don't  know 
where  the  small  businessman  would  ever  get  help. 
The  Chairman.  OK. 
Any  further  questions  ? 

Senator  Curtis.  I  want  to  thank  you  for  your  statement.  I  par- 
ticularly appreciate  what  you  said  about  the  concept  of  the  bill  that 
I  introduced,  S.  2037.  It  is  based  upon  the  Federal  Government  con- 
tinuing to  pay  a  share  of  the  cost  in  the  neighborhood  of  what  they  are 
paying  now,  but  having  the  administration  of  welfare  in  the  hands 
of  State  and  local  governments.  There  will  be  no  Federal  regulations ; 
States  would  decide  who  should  be  on  welfare,  under  what  conditions, 
for  what  amount,  who  should  work  and  how.  Was  it  that  sort  of  a  con- 
cept that  you  feel  your  members  had  in  mind  when  they  supported 
it  in  the  manner  that  they  did  ? 

Mr.  Gavin.  Yes,  I  do,  Senator. 

Senator  Curtis.  Do  you  believe  that  if  welfare  administration  is 
given  to  the  States  and  they,  in  turn,  can  share  that  responsibility  with 
The  local  governments,  that  the  real  needy  will  be  taken  care  of  ? 

Mr.  Gavin.  I  think  they  would,  yes,  Senator. 

Senator  Curtis.  As  a  matter  of  fact,  I  think  some  of  them  will  fare 
better. 

Mr.  Gavin.  Better;  that's  right. 

Senator  Curtis.  Because  they  wouldn't  be  tied  up  in  bureaucratic 
redtape  and  more  of  the  human  aspects  and  the  real  need  can  be  taken 
into  account  that  can't  be  foreseen  in  promulgating  printed  regula- 
tions on  the  Federal  level  that  must  be  applied  in  50  States? 

Mr.  Gavin.  I  agree  completely. 

Senator  Curtis.  Do  you  believe  that  if  the  local  people,  the  States 
and  the  local  governments,  could  actually  have  a  voice  in  writing  the 
regulations  and  running  the  program,  that  that  would  be  an  important 
step  in  eliminating  those  cases  where  there  are  abuses,  where  ineligible 
people  are  on  or  where  people  could  get  along"  without  welfare? 

Mr.  Gavin.  I  agree  completely.  I  think  that  if  the  people  on  the  local 
and  State  levels  are  just  following  regulations  that  have  been  promul- 
gated to  them  from  the  Federal  authorities,  they  would  take  far  less 
pride,  I  think,  in  executing :  I  think  they  would  take  that  same  attitude : 
"Ah,  what's  the  difference  ?  The  Federal  Government  is  picking  up  the 
paycheck  on  this" ;  whereas,  if  they  had  the  strong  voice  that  we  feel 
they  deserve,  I  think  they  would  have  far  more  pride  and  I  think  that 
it  would  be — they  would  have  far  more  incentive  to  make  it  work  so 
far  as  the  policing  of  it,  and  so  forth. 

Senator  Curtis.  I  mentioned  the  other  day  that  if  there  were  a 
review  made  or  a  compilation  made  of  the  efforts  to  curb  abuses  and 
eliminate  individuals  from  the  rolls  who  shouldn't  be  on  there,  we 
would  find  that  practically  all  of  that  effort  has  been  put  forth  by 
State  and  local  governments.  They  have  run  into  disappointment  in 
dealing  with  the  Federal  Government  ? 

Mr.  Gavin.  That's  right. 

Senator  Curtis.  But  one  of  the  problems  of  H.R.  1  is  that  it  is  a 
totally  federalized  system ;  that  is  the  essence  of  it — the  Federal  Gov- 
ernment running  it  in  toto.  We  will  have  lost  what  support  there  is 
then  for  dealing  with  abuses  and  unworthy  cases,  would  we  not,  if 
we  go  to  a  Federal  system  ? 
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Mr.  Gavin.  I  agree.  I  think  the  gentleman  who  testified  earlier,  the 

prosecutor — I  don't  recall  his  name  

The  Chairman.  Weems. 

Mr.  Gavin  (continuing).  Yes;  you  can  see  the  enthusiasm  that  man 
had  and  I  think  it  would  all  disappear  real  quickly  if  it  were  turned 
over  to  him  completely  instead  of  the  Federal  level  as  proposed  in 
H.E.  1. 

Senator  Curtis.  I  won't  take  any  more  time. 
The  Chairman.  Senator  Hansen  ? 

Senator  Hansen.  I  do  have  one  question,  Mr.  Chairman. 

I  notice  you  quote  Patrick  Moynihan.  He  also  observed  before  this 
committee  one  time  that  the  result  of  a  raise  in  the  minimum  wage 
that  might  be  legally  paid  in  the  United  States  would  have  the  effect 
of  rendering  unemployable  those  persons  with  fewest  merchantable 
skills.  In  other  words,  he  was  saying  that,  as  I  interpreted  his  remarks, 
that  if  you  by  legislature  require  that  not  less  than  a  certain  amount  be 
paid,  the  effect  is  that  some  people,  marginal  producers,  are  going 
to  be  deprived  of  the  opportunity  for  a  job  because  if  their  contribu- 
tion now  just  barely  returns  a  little  measure  of  profit,  slight  though 
it  may  be  to  an  employer,  and  by  raising  the  minimum  wage,  you  wipe 
that  out,  then  that  unfortunate  person  is  out  of  a  job;  and  he  men- 
tioned this  because  he  said  that  it  is  important  for  a  lot  of  people  on 
welfare,  a  lot  of  people  presently  unemployed  to  have  the  experience 
that  comes  from  first  having  held  a  job  and  though  it  may  not  be  satis- 
factory in  terms  that  would  generally  be  acceptable  so  society,  it  is 
important  that  this  person  go  to  work  and  that  if  he  can  acquire  more 
skills,  if  he  can  understand  how  holding  a  steady  job  goes,  that  most 
people  will  respond  to  the  stimulus  that  is  present  in  the  marketplace 
and  will  work  into  a  better  job. 

Now,  I  don't  know  that  he  said  all  of  this  at  that  particular  moment 
but  I  think  it  is  not  taking  him  out  of  context  too  much  to  make  the 
observations  I  have. 

I  say  that  because  it  occurs  to  me  that  in  some  of  the  testimony  we 
have  heard  here  today  there  are  those  who  think  only  in  terms  of  trying 
to  see  that  everyone  in  this  country  has  an  annual  income  of  not  less 
than  a  certain  amount ;  and  it  was  said  by  several  different  persons  here 
in  this  room  earlier  in  the  day  that  hopefully  that  basic  guaranteed 
income  could  shortly  be  raised  to  the  point  where  it  would  be  not  less 
than  the  poverty  level. 

Now,  whether  our  friend  would  agree  that  as  more  people  receive 
direct  Federal  support  from  the  Government  and  make  no  contribu- 
tion, the  pressures,  the  inflationary  pressures  which  push  all  prices  up 
would  indeed  cause  an  escalation  in  the  poverty  level  or  not,  I  don't 
know,  but  my  feeling  would  be  that  this  is  inevitable,  that  the  more 
people  who  are  paid  out  of  the  earnings  of  some  and  who  make  no 
contribution  in  any  way  to  the  Government  just  hasten  the  advent 
of  ever  higher  prices. 

My  question  is,  do  you  believe  that  there  would  be  a  very  salutary 
effect  that  would  come  from,  as  the  chairman  has  phrased  his  question, 
letting  the  Government  see  to  it  that  what  we  do  offer,  what  the  Gov- 
ernment does  offer  to  all  people  is  the  opportunity  to  work  ? 

May  I  say,  in  anticipation  of  the  response,  this  further  observa- 
tion: Would  it  not  be  helpful  if  in  order  to  keep  the  escalation  of 
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prices  down  or  to  minimize  its  escalation,  and  in  order  to>  be  certain 
that  more  foods  and  services,  which  are  the  real  measure  of  earning 
power,  be  made  available  to  all  people  in  greater  measure,  that  every- 
one should  work  ?  Do  you  not  believe  that  if  all  of  the  people  in  this 
country  presently  unemployed  who  are  drawing  welfare  could  be 
making  some  contribution  that  indeed  life  might  be  better  for  every- 
one, and  there  might  be  a  lesser  accelerated  inflation  than  would  other- 
wise be  the  case  ? 

Mr.  Gavin.  Right;  I  agree  with  you  completely,  and  I  think  they 
would  probably  feel  a  lot  better  themselves  if  they  were  able  to  per- 
form the  task  instead  of,  you  know,  having  to  rely  upon  a  handout 
like  that.  It  is  very  demeaning  to  an  individual  as  you  can  well 
imagine. 

Senator  Hansen.  One  further  question : 

In  your  judgment,  could  an  imaginative  government,  and  that  is  a 
word  we  all  use,  imagination — do  you  think  there  are  enough  things 
to  do  presently  that  the  Government  could  undertake  as  an  employer 
of  last  resort.  First,  we  should  make  absolutely  certain  that  private 
enterprise,  private  business,  is  given  every  opportunity  to  employ 
people.  But  when  that  effort  has  been  made  and  all  of  the  jobs  that  can 
be  hunted  out  and  found  and  rounded  up  have  been  completed,  then 
do  you  think  there  are  enough  things  that  need  to  be  done  in  this 
country  today  that  there  is  any  question  as  to  the  ability  of  Government 
to  see  that  everyone  can  be  provided  with  some  sort  of  activity  or  job 
that  would  be  worthwhile  and  make  some  kind  of  a  contribution  ? 

Mr.  Gavin.  Yes ;  I  do.  I  think  on  the  ecological  programs  alone  we 
could  probably  put  those  5  million  unemployed  tomorrow. 

Senator  Hansen.  Thank  you  very  much.  I  compliment  you  for  a  fine 
statement. 

Mr.  Gavin.  Thank  you. 

Senator  Fannin.  Mr.  Chairman,  could  I  ask  just  one  question? 

In  your  federation  of  independent  businesses,  are  they  mostly  in  the 
retail  businesses?  I  was  Avondering  if  you  have  small  manufacturing 
businesses  ? 

Mr.  Gavin.  Actually,  we  are  a  complete  cross  section  of  the  entire 
business  community.  If  you  go  by  the  classification  statistics  of  Small 
Business  Administration,  our  membership  parallels  that  almost  com- 
pletely. We  have  43-percent  retailing,  9-percent  wholesaling,  8-percent 
manufacturing. 

Senator  Fannin.  What  percent  manufacturing? 

Mr.  Gavin.  About  8  percent. 

Senator  Fannin.  Are  they — you  say  they  are  vitally  affected  by  the 
large  corporations;  of  course,  that  would  be  retail  and  wholesale  both. 
But  how  about  in  manufacturing,  have  you  had  problems  so  far  as  the 
import  business  is  concerned,  so  far  as  manufacturing  is  concerned  at 
all? 

Mr.  Gavin.  No,  but  we  had  a  very  interesting  inquiry  yesterday, 
which  is  a  little  off  the  subject,  perhaps,  but  the  problem  they  are  hav- 
ing is  that  they — we  received  a  letter  from  a  man  who  was  a  machine 
manufacturer  and  he  said  he  was  always  able  to  keep  up  with  his  for- 
eign competitor  but  he  said  all  of  a  sudden  he  went  over  to>  pick  up 
this  order  and  they  said,  "No,  I  am  sorry ;  we  are  going  to  buy  from  an 
outfit  in  J apan."  He  said,  "Well,  the  price  is  the  same."  He  said,  "Well, 
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the  price  is  the  same,  fine;"  but  they  said,  "they  will  ship  it  to  us  and 
we  have  6  months  before  we  have  to  even  make  the  first  payment;" 
and  then  I  think  they  gave  him  something  like  5  years  or  something 
to  pay  the  balance,  you  know,  and  it  is  just  where  do  you  turn  on  a 
situation  like  that. 

Senator  Fannin.  That  is  what  I  am  wondering ;  how  much  has  that 
been  a  factor  in  the  manufacturing  business  that  you  are  referring 
to  as  to  your  members.  It  is  just  starting  to  be  a  factor;  is  that  it? 

Mr.  Gavin.  Yes;  we  are  just  starting  to  get  more  rumblings  on  it. 

Senator  Fannin.  Thank  you  very  much. 

The  Chairman.  Thank  you  very  much,  Mr.  Gavin. 

Mr.  Gavin.  Thank  you  very  much. 

(Mr.  Gavin's  prepared  statement  follows :) 

Statement  of  James  A.  Gavin,  Legislative  Director,  National  Federation 
of  Independent  Business 

Mr.  Chairman  and  distinguished  members  of  the  committee.  I  am  James  A. 
Gavin,  legislative  director  of  the  National  Federation  of  Independent  Business. 
In  behalf  of  our  298,000  member  firms  throughout  the  country,  I  wish  to  thank 
you  for  this  opportunity  to  testify  on  certain  aspects  of  H.R.  1. 

The  federation,  founded  in  1943,  is  the  largest  of  its  kind  in  the  world.  Our 
member  firms  represent  every  segment  of  the  small  business  sector  in  the 
United  States — retailing,  wholesaling,  manufacturing,  service  trades  and  contract 
construction.  Small  business  in  America  today  accounts  for  60  percent  of  the 
nation's  total  non-government,  non-agricultural  work  force.  In  fact,  95  percent 
of  all  businesses  in  this  country  are  small  businesses,  accounting  for  more  than 
37  percent  of  the  gross  national  product. 

During  each  year  we  periodically  poll  our  members  by  mandate  ballot  on 
many  important  issues  pending  before  the  Congress.  The  federation  does  this  in 
order  to  make  certain  that  we  accurately  represent  the  views  of  our  members,  for 
the  results  of  these  polls  determine  our  position  on  all  issues — including  those 
I  shall  present  before  you  here  today  regarding  H.R.  1. 

social  security 

For  miany  years  the  independent  businessman  has  contributed  his  lawful  part 
in  the  social  security  program  without  fanfare  and  with  little  grumbling.  But, 
with  the  ever-expanding  tax  base,  it  is  questionable  just  how  much  more  he  will 
be  able  to  stand.  Something  will  have  to  give.  He  will  be  forced  to  either  cut 
back  on  his  employees,  hike  his  prices  to  the  maximum  allowable  under  present 
economic  controls — which  could  result  in  his  becoming  non-competitive  with 
larger  chain  firms,  or  he  may  have  to  close  his  doors.  Simply  put,  small  business 
is  buckling  under  with  heavy  taxes.  The  situation  is  a  real  one — and  a  serious  one. 

Section  102  of  title  I  provides  for  automatic  cost  of  living  increases  in  benefits, 
and  in  taxes.  We  have  taken  two  mandate  ballots  on  this  question  and  federation 
members  have  opposed  such  increases  on  both  occasions.  N.F.I.B.  members  opted 
34  per  cent  for,  62  per  cent  against,  with  4  per  cent  undecided  on  the  first  ballot, 
and  voted  29  per  cent  for,  65  per  cent  against,  with  6  per  cent  no  opinion  in  the 
most  recent  balloting.  Therefore,  we  must  respectfully  urge  that  this  portion 
be  deleted  from  the  bill. 

To  include  it  at  this  time  would  be  an  open  admission  that  the  economic  con- 
trols by  which  the  President  and  many  members  of  the  Congress  hope  to  see 
runaway  inflation  curtailed  will  not  work.  This  section,  in  effect,  is  institutionaliz- 
ing inflation  and  admitting  that  these  controls  will  ultimately  fail. 

Would  it  not  be  in  the  best  interests  of  the  Nation  to  rely  on  the  Congress  to 
periodically  review  the  country's  economic  situation  to  see  if  and  when  additional 
benefits  are  warranted? 

Our  members  are  in  favor  of  those  portions  of  title  I  which  would  allow  senior 
citizens  to  earn  more  money  without  losing  social  security  benefits.  Our  most 
recent  mandate  ballot  results  were  more  than  2  to  1  for  these  proposals — 71 
per  cent  for,  26  per  cent  against  and  3  per  cent  undecided.  We  feel  that  people 
who  desire  to  work  should  not  be  denied  the  right  to  collect  benefits  for  which 
they  have  worked  and  paid  in  their  younger  years. 
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AID  TO  AGED,  BLIND,  AND  DISABLED 

We  are  pleased  to  see  that  a  minimum  has  been  established  assuring  aid  to 
the  aged,  blind  and  disabled,  and  we  believe  that  it  is  important  that  this  portion 
be  retained  in  H.R.  1.  Our  federation  members  are  keenly  aware  of  and  sensitive 
to  the  needs  existing  in  this  area.  A  recent  survey  of  the  N.F.I.B.  membership 
indicated  that  87  per  cent  favored  such  assistance,  while  only  6  per  cent  opposed 
and  7  per  cent  were  undecided.  However,  we  favor  retention  of  administration 
of  these  benefits  on  the  local  and  State  levels. 

FAMILY  ASSISTANCE 

Under  current  law,  $14.5  billion  is  the  potential  Federal  and  State  expenditure 
for  fiscal  year  1973.  H.R.  1,  if  enacted,  would  jump  the  projected  total  cost  by 
almost  $4  billion  to  a  staggering  total  of  $18.4  billion.  The  administration  cost  of 
the  reform  program  alone  would  top  $1.1  billion. 

Even  these  exorbitant  figures  may  well  be  too  conservative.  We  notice,  for 
example,  that  HEW  deducts  $400  million  from  the  $1.1  billion  administrative  cost 
of  the  program  because  the  State  and  local  governments'  administrative  costs 
will  be  reduced  by  this  amount  to  izero  level. 

It  is  difficult  to  see  how  the  State  and  local  administrative  costs  would  cease 
to  exist  in  fiscal  year  1973,  admittedly  a  transitory  period.  Even  after  1973,  the 
States  which  currently  have  "general  assistance"  or  "special  need"  programs  will 
still  have  to  pay  for  their  administration. 

One  cannot  help  but  question — in  light  of  this  obvious  over-optimism — if  a 
$700  million  overall  increase  here  is  a  realistic  estimate  for  the  Federal  cost 
during  the  first  year  of  transition  and  tremendous  expansion. 

But  even  assuming  the  correctness  of  all  of  the  HEW  estimates,  eligible 
welfare  recipients  will  increase  by  10.5  million  to  a  total  of  25.5  million  persons — 
representing  nearly  12  per  cent  of  the  total  population,  or  about  one  in  every 
eight  Americans. 

A  look  at  seven  different  States  from  various  geographical  regions  in  the 
nation  helps  present  a  fairly  accurate  overall  picture  of  the  extent  H.R.  1  would 
have  in  adding  to  the  welfare  rolls.  For  example,  Arkansas'  welfare  rolls  will 
increase  to  20.7  per  cent  of  the  State  population ;  California  will  have  more  than 
2.4  million  on  welfare — or  10.6  per  cent;  Georgia  will  reach  almost  a  million, 
or  about  20  per  cent ;  New  York  will  increase  by  over  500,000  to  top  2  million  on 
its  welfare  rolls ;  Missouri  will  increase  by  225,000  to  11.5  per  cent ;  Massachu- 
setts will  climb  to  over  half  a  million  on  welfare  at  9  per  cent ;  and  Wisconsin's 
rolls  will  more  than  double  to  312,000  persons. 

Hence,  by  adding  to  the  welfare  rolls  so  many  more  eligibles,  we  question 
the  term  "reform".  The  resultant  tax  increase  will  hit  the  small  businessman 
very  hard. 

Our  federation  members,  in  mandate  ballots,  have  solidly  voiced  their  dis- 
approval of  many  of  those  proposals  now  incorporated  in  H.R.  1  regarding 
welfare,  they  have  opted  against  federal  takeover  of  aid  to  dependent  children 
by  66  per  cent  against,  26  per  cent  for,  and  8  per  cent  undecided.  As  far  as 
creation  of  a  federal  public  works  programs  is  concerned,  they  have  opted  it  by 
a  vote  of  69  per  cent  against,  26  per  cent  for,  and  5  per  cent  no  opinion. 

Instead  of  having  the  Federal  Government  move  into  this  area,  they  over- 
whelmingly favor  the  approach  proposed  in  Senator  Curtis'  bill — S.  2037 — which 
would  amend  the  Social  Security  Act  to  provide  for  revenue  sharing  grants  to 
the  States  to  assist  them  in  meeting  the  costs  incurred  in  operating  public  assist- 
ance programs. 

Our  members  opted  84  per  cent  in  favor  of  Senator  Curtis'  approach,  13  per 
cent  opposed  and  3  per  cent  undecided. 

Unfortunately,  through  bureaucratic  interference  and  so-called  guidelines  or 
regulations,  the  States  have  been  superceded  or  over  ruled  in  the  administration 
of  their  own  welfare  programs.  They  have  been  robbed,  so  to  speak,  of  the 
authority  and  power  to  effectively  determine  the  kind  of  programs  which  best 
fit  the  needs  of  their  people.  Under  these  regulations,  the  States  must  conform, 
or  they  are  threatened  with  loss  of  Federal  assistance — not  only  for  welfare 
payments,  but  for  other  programs  of  assistance  as  well. 

The  director  of  the  Department  of  Public  Social  Services  of  Los  Angeles 
(Calif.)  county,  in  a  statement  regarding  welfare,  recently  said  : 

"...  The  growing  trend  of  the  Federal  Government  to  impose  require- 
ments and  yardstick  standards  on  local  welfare  operations  has  tended  to  all 
but  immobilize  the  .  .  .  welfare  system  in  Los  Angeles  county." 
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Certainly,  establishing  one  national  criteria — or  standard — for  welfare  recipi- 
ents has  its  problems.  There  are  the  differences  in  cost  of  living  in  various 
regions  and  States ;  and  there  are  rural  and  urban  differences.  A  Federal  welfare 
standard  might  result  in  serious  social  problems  in  poorer  areas  where  welfare 
recipients  would  compose  a  larger  proportion  of  the  population  and  would 
receive  payments  which  were  very  near  the  earnings  of  low  wage  earners  in  the 
community.  Then  there  is  the  problem  of  equalizing  standards  of  eligibility.  At 
best,  such  a  Federal  standard  would  create  an  even  larger  bureaucracy  to  en- 
force it. 

Our  members  have,  on  numerous  occasions,  voiced  their  approval  of  the  con- 
tinuance of  State  programs  on  the  State  level.  They  wish  to  see  State  control 
retained.  The  approach  as  contained  in  Senator  Curtis'  bill,  we  believe,  would 
do  this. 

Dr.  Hilary  M.  Leyendecker,  who  was  noted  for  his  work  in  New  York  State 
relating  to  public  welfare  and  social  work,  said  in  his  book,  "Problems  and 
Policy  in  Public  Assistance"  : 

"The  attempt  to  anticipate  alternative  courses  of  action  on  the  part  of 
worker  or  supervisor,  the  issuing  of  detailed  instructions  covering  contingen- 
cies, and  the  requirement  that  higher  level  supervisory  authority  be 
secured  .  .  .  are  self-defeating.  Large  agencies  that  resort  to  highly  cen- 
tralized operations  create  as  many  problems  as  they  attempt  to  solve,  since 
the  top-level  staff  which  formulates  detailed  policy  and  controls  for  workers 
and  unit  supervisors  is  far  too  removed  from  actual  operations  to  formulate 
them  realistically." 

A  large  welfare  organization,  according  to  Dr.  Leyendecker,  would  be  ineffec- 
tive because  of  its  inflexibility.  Our  membres,  too,  believe  that  such  a  program  is 
best  administered  by  those  closest  to  the  people — in  other  words  by  the  State 
and  local  governments. 

While  the  bill  establishes  so-called  local  committees  to  report  on  certain 
aspects  of  the  welfare  program  at  "local  levels",  it  provides  that  a  minimum  of 
only  one  be  established  in  each  State,  which  could  prove  to  be  inadequate  in 
reporting.  But,  to  establish  any  such  committees  could  only  further  contribute 
to  an  ever-escalating  bureaucracy  and  continued  erosion  of  States  rights. 

GUARANTEED  INCOME 

As  far  as  a  minimum  basic  annual  income  for  those  families  who  cannot 
adequately  support  themselves  is  concerned,  N.F.I. B.  members  in  a  recent  sur- 
vey, opted  56  per  cent  for,  35  per  cent  against,  with  9  per  cent  having  no  opinion. 
This  is  a  qualified  vote  with  the  stipulations  that  welfare  parents  register  for 
and  accept  employment,  or  job  training  when  offered.  We  interpret  the  vote  as  a 
recognition  of  the  problem  of  family  assistance,  but  with  a  realization  that 
able-bodied  recipients  take  constructive  steps  to  become  active  wage  earners, 
themselves  contributing  to  their  own  financial  well  being  and  the  security  of 
their  family. 

Here  again,  the  N.F.I.B.  urges  that  such  a  program  be  administered  under 
State  control. 

The  federation  supports  the  principle  that  a  man  who  fathers  children  has 
an  obligation  to  support  those  children.  Therefore,  we  applaud  the  sections  of 
H.R.  1  which  provide  for  better  means  for  forcing  deserting  parents  and  parents 
of  illegitimate  children  to  live  up  to  their  responsibilities.  Sections  525  and  527 
of  this  bill  will — hopefully — increase  the  incentive  for  States  to  secure  support 
payments  from  deserting  spouses  to  their  families.  And  we  applaud  the  proposed 
sections  2175  and  2176  of  the  social  security  amendment.  The  sections  would 
establish  the  liability  to  the  government  of  parents  who  irresponsibly  desert 
their  families  and  leave  the  support  of  their  children  to  the  government ;  and 
would  make  it  a  misdemeanor  for  interstate  flight  from  parental  responsibility. 

We  would,  in  fact,  favor  stronger  measures  in  this  area  along  the  lines  sug- 
gested by  the  honorable  chairman  of  this  committee  in  S.  3019.  Our  concern  is 
that  without  strong  enforcement  of  parental  child  support,  the  objective  of  any 
family  assistance  program  to  maintain  the  patriarchal  family  unit,  may  be  under- 
mined. As  Senator  Long  pointed  out  in  his  Senate  speech  of  December  14,  1971, 
entitled  "The  Welfare  Mess",  there  is  still  an  ecnomic  incentive  for  desertion 
without  these  provisions. 

Let  me  emphasize  that  we  do  not  view  such  provisions  as  special  penalties 
against  the  poor.  We  favor  such  provisions  because  it  is  right  and  just  for  a  low- 
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income  father  to  meet  the  financial  needs  of  his  family  to  the  best  of  his  ability — 
the  same  that  is  required  of  all  fathers  in  society. 
Former  Presidential  Advisor  Patrick  Moynihan  has  said  : 

"...  A  working  class  or  middle  class  American  who  chooses  to  leave  his 
family  is  normally  required  first  to  go  through  elaborate  legal  proceedings, 
and  thereafter  to  devote  much  of  his  income  to  supporting  them.  The  fathers 
of  AFDC  families,  however,  simply  disappear." 
Therefore,  the  Federation,  with  qualifications,  supports  the  concept  of  a  mini- 
mum basic  annual  income  for  those  families  unable  to  adequately  support  them- 
selves. Without  those  stipulations  and  qualifications  as  mentioned  earlier, 
N.F.I.B.  members  would  be  overwhelmingly  opposed  to  any  basic  annual  income. 
(A  1968  mandate  ballot  posed  the  question  of  a  guaranteed  annual  income  with- 
out qualifications,  and  the  result  showed  90  percent  were  opposed) . 

This  concludes  my  testimony  before  you  today.  On  behalf  of  our  member  firms, 
I  wish  to  thank  you  once  again  for  this  opportunity  to  present  our  views.  Should 
you  have  any  questions,  I  shall  be  happy  to  attempt  to  answer  them. 

The  Chairman.  The  next  witness  will  be  Mr.  Harry  C.  Schnibbe — 
did  I  pronounce  that  right,  Mr.  Schnibbe  ? — executive  director  of  the 
National  Association  of  State  Mental  Health  Program  Directors. 

STATEMENT  OP  JONATHAN  LEOPOLD,  M.D.,  COMMISSIONER,  DE- 
PARTMENT OP  MENTAL  HEALTH,  MONTPELIER,  VT.;  AND  KEN- 
NETH GAVER,  M.D.,  COMMISSIONER,  DEPARTMENT  OP  MENTAL 
HYGIENE  AND  CORRECTIONS,  COLUMBUS,  OHIO,  ACCOMPANIED 
BY  HARRY  C.  SCHNIBBE,  EXECUTIVE  DIRECTOR,  NATIONAL  AS- 
SOCIATION OP  STATE  MENTAL  HEALTH  PROGRAM  DIRECTORS, 
WASHINGTON,  B.C. 

Mr.  Schnibbe.  Senator  Long,  actually  the  witnesses  for  our  Asso- 
ciation of  State  Mental  Health  Program  Directors  are  Dr.  Leopold, 
who  is  the  commissioner  of  Vermont  and  Dr.  Gaver  who  is  the  com- 
missioner in  Ohio. 

Dr.  Leopold.  Mr.  Chairman  and  members  of  the  committee,  I  am 
commissioner  of  mental  health  in  Vermont,  and  I  appear  before  you 
representing  the  directors  of  the  State  mental  health  programs  serv- 
ing the  mentally  ill  and  the  mentally  retarded  in  54  States  and  terri- 
tories. These  State  mental  health  program  directors  administer  more 
than  1,100  mental  hospitals,  training  schools  for  the  retarded,  com- 
munity mental  health  centers,  clinics,  after-care  facilities  and  psychi- 
atric training  and  research  institutions.  Two  mi1  lion  persons  with 
mental  disorders  receive  care  in  our  facilities  each  year.  We  employ 
more  than  300,000  persons  in  these  programs  and  our  annual  operat- 
ing and  capital  budgets  exceed  $3  billion. 

We  direct  the  largest  publicly  administered  and  financed  health- 
care system  in  the  free  wTorld  and  this  system  in  the  various  States  is 
the  only  comprehensive  health  service  program  wrhich  exists.  It  is  also 
the  only  total-demand  health  service  program  wmich  exists. 

We  meet  the  needs  of  these  mentally  disordered  persons  in  a  variety 
of  services  ranging  from  24-hour  care  in  our  State  mental  hospitals 
and  mental  retardation  institutions,  through  skilled  nursing  care  and 
intermediate  care,  to  day  hospital  and  night  hospital  programs  and 
out  patient  care.  In  addition,  these  programs  provide  preventive  serv- 
ices through  consultation  and  education  to  a  far  larger  population  than 
those  receiving  direct  services. 

I  am  going  to  be  brief  about  my  remarks,  Mr.  Chairman. 
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We  have  submitted  written  testimony  but  I  would  like  to  first  give 
the  committee  a  brief  progress  report  on  the  results  of  the  Long  amend- 
ment of  the  medicare-medicaid  legislation  passed  in  1965  by  the 
Congress. 

On  pages  4,  5,  and  6  of  my  prepared  statement  I  have  some  tables 
from  our  experience.  Now,  these  tables  are  indexes  rather  than  num- 
bers of  patients  with  the  base  number  for  year  1965  being  100. 

When  the  chief  of  research  and  statistics  in  my  department  in  Ver- 
mont prepared  these  figures  on  the  current  basis  through  December  31, 
he  did  not  believe  them  because  the  progress  had  been  so  marked. 

I  bring  these  figures  to  you  because  this  table  and  the  figures  on  the 
following  pages  are  representative  of  what  is  going  on  in  most  of  our 
State  hospitals  throughout  this  country  as  a  result  of  the  initiatives 
taken  by  your  committee  in  preparing  medicare  and  medicaid  legisla- 
tion. We  have,  in  fact,  transformed  these  hospitals  from  the  human 
warehouses  that  your  committee  and  many,  many  other  people  were 
aware  of,  into  active  treatment  centers. 

The  Chairman.  Now,  would  you  mind  going  through  those  charts 
for  us  and  just  showing  us  what  has  happened  here,  because  these 
figures  actually  don't  mean  as  much  to  me  as  they  do  to  you.  Would  you 
point  out  the  significance  of  this  ? 

Dr.  Leopold.  I  would  be  very  pleased,  Mr.  Chairman. 


PERCENT  CHANGE  INDEXES  FOR  AGED  POPULATION  (65  YEARS  PLUS)— VERMONT  STATE  HOSPITAL,  FISCAL 

YEARS,  1965-72 

[Fiscal  year  1965= base  year=100] 


1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

Resident  patients  start  of  year  

100 

92 

88 

86 

74 

74 

66 

58 

Total  additions  during  year...  

100 

99 

82 

84 

116 

105 

109 

(>) 

Total  episodes  of  care  during  year  .  .. 

100 

94 

87 

88 

84 

81 

76 

(») 

Total  live  releases                       .  .  .  .  . 

100 

96 

78 

94 

112 

138 

159 

0) 

Live  releases  per  1,000  episodes  of  care  

100 

103 

90 

108 

135 

170 

210 

(») 

Total  additions  per  1,000  episodes  of  care 

100 

106 

94 

107 

138 

129 

143 

0) 

Total  deaths     

100 

105 

84 

117 

99 

90 

87 

0) 

Total  deaths  per  1,000  episodes  of  care  

100 

112 

97 

133 

117 

111 

114 

0) 
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Resident  Patients  Start  of  Year 
Total  Additions 


250^ 

i.    Total  Episodes  of  Care 


200 


150 


100.. 


50 


■i  :  1  1  1  :  1  1  »  ' — 

65        '   '66  '67  »68.         '69  570  '71'  '72 

Fiscal  Years 


Figure  #1 

Total  aged  resident  patients  at  the  Vermont  State  Hospital  and  total 
episodes  of  care  (residents  S  additions  during  year)  have  decreased  steadily 
during  1965-1972. 

Total  additions  (admissions  6  returns  from  trial  visits)  during  this 
same  period  have  increased  slightly. 
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Figure  #2 

Live  releases  among  the  aged  population  to  the  community  have  created 
a  total  reduction  in  episodes  of  care  at  the  Vermont  State  Hospital  durinp 
1965-1972. 

NATIONAL  ASSOCIATION  OF  STATE  MENTAL  II "ALTli  PROGRAM  DIRECTORS 


Dr.  Leopold.  One  hundred  is  the  base  figure  for  the  year  1965,  the 
year  before  medicare  and  medical  implementation  took  place.  That 
represents  100  percent  of  the  patients  that  were  in  the  hospital  during 
that  fiscal  year. 

In  subsequent  years,  there  was  a  decreasing  number  of  such  patients 
admitted  and  cared  for  in  the  hospital  each  year.  Those  are  the  first 
two  lines  of  that  chart. 

The  third  line  shows  the  total  number  of  episodes  of  care.  An  episode 
of  care  is  one  admission  for  one  person.  If  that  particular  individual 
returns  it  is  a  second  episode  of  care  for  that  same  individual.  That 
also  has  decreased. 

If  you  will  look  in  the  fourth  line,  the  total  number  of  live  releases, 
persons  who  were  admitted  to  the  hospital  and  have  left  the  hospital 
alive,  it  was  a  slight  decrease  noticeably  during  1967  when  we  had 
some  severe  influenza  epidemics  nationwide  affecting  this  group 
terribly. 

The  number  of  live  releases  has  risen  consistently  until  it  is  now  60 
percent  above  the  base  year.  Then  there  are — the  total  number  of 
additions  per  1,000  episodes  of  care — now,  that  is  a  rate  of  the  amount 
of  care  provided  rather  than  an  absolute  number  and  essentially  what 
that  means  is  that  although  in  line  2  the  number  of  additions  and  in 
line  1  the  number  of  total  patients  was  decreasing,  the  total  number  of 
additions  in  relation  to  the  episodes  of  care  was  rapidly  increasing. 
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I  think  that  as  you  look  at  each  of  these  indices,  you  can  see  the 
success  of  this  program.  Similar  information  can  be  submitted  to  this 
committee  from  every  State  in  the  country. 

We  bring  this  to  your  attention  because  this  program  has  been  an 
immense  success.  The  goals  of  the  program  as  stated  in  the  legislation 
are,  in  fact,  being  achieved. 

The  Chairman.  What  impresses  me  more  than  anything  I  notice 
here  in  this  chart  which  would  indicate  that  the  number  of  live  releases 
from  the  hospitals,  that  is  per  1,000  admissions,  has  increased  100  per- 
cent, from  100  up  to  200. 

Dr.  Leopold.  Yes,  sir. 

The  Chairman.  It  seems  to  me  though,  that  is  a  very  significant 
tiling. 

Dr.  Leopold.  We  feel  that  it  is  also.  These  patients  have  been  dis- 
charged into  nursing  homes,  into  intermediate-care  facilities,  into 
boarding  homes,  foster  homes,  family  care,  and  many  of  them  to  return 
to  live  with  their  own  families;  and  we  think  it  is  a  very  impressive 
record  as  a  result  of  this  legislation. 

Mr.  Schnibbe.  Senator,  that  is  true  across  the  country  and  I  think 
if  you  will  remember  the  year  before  last,  Dr.  Gaver,  who  was  then 
the  commissioner  in  Oregon — I  think  you  began  to  predict  along  those 
lines  for  the  State  of  Oregon ;  didn't  you  ? 

Dr.  Gaver.  The  States  of  Oregon  and  Missouri,  showing  40-percent 
declines  of  the  aged  mental  hospital  population  in  as  little  as  3 -year 
periods  of  time. 

Mr.  Schnibbe.  So  that  has  been  very  successful.  You  hear  a  lot  of 
criticism  of  the  medicaid  program  but  we  are  now  talking  about  the 
Long  amendment  on  the  mentally  ill  and  it  has  been  good  and  that 
should  be ;  you  should  know  that. 

The  Chairman.  Thank  you. 

Dr.  Leopold.  As  a  result  of  your  concern,  as  well  as  our  own  con- 
tinuing concern  for  this  population  for  whom  we  are  responsible, 
we  therefore  recommend  in  relation  to  the  provisions  of  H.R.  1  a 
major  program  expansion  rather  than  the  limitations  on  medicaid  con- 
tained in  H.R.  1.  We  request  your  committee  to  give  serious  considera- 
tion to  an  expansion  of  medicaid  coverage  for  the  mentally  ill  so  that 
persons  under  the  age  of  65  who  are  "medically  indigent"  or  "categor- 
ically related*'  would  be  eligible  to  have  the  cost  of  their  care  and 
treatment  in  mental  hospitals  covered  by  the  Title  XIX:  Medical 
Assistance  program. 

This  revenue- sharing  proposal  would  define  goals,  provide  expanded 
benefits  to  eligible  recipients  and  be  subject  to  the  improved  utiliza- 
tion review,  medical  audit,  program  audit,  and  cost  controls  which  I 
have  previously  discussed. 

That  material  is  contained  in  this  testimony. 

Our  proposal  would  include  the  same  requirements  for  persons  under 
65  as  those  presently  required  in  section  1902(a)  (20)  (21)  for  per- 
sons over  the  age  of  65,  and  we  have  just  presented  the  material  to 
you  relating  to  the  success  of  this  program  for  the  over  65  population. 

In  previous  appearances  before  your  committee  we  have  recom- 
mended specific  methods  for  increasing  the  effectiveness  of  utilization 
review  and  medical  audit,  and  Dr.  Gaver  presented  that  testimony  a 
year  and  a  half  ago. 
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We  believe  that  such  a  proposal  for  expansion  of  the  program  would 
be  appropriate  for  the  Federal  Government  to  take  because  of  the 
failure  of  the  private  sector  insurance  planners  to  deal  with  this  prob- 
lem. This  failure  is  cited  and  documented  in  a  HEW  publication  that 
was  just  recently  released. 

This  lack  of  activity  toward  meeting  a  longstanding  and  well- 
recognized  deficiency  demands  action  by  the  Congress.  The  principle 
of  equity  requires  that  the  benefits  presently  provided  to  mentally  ill 
persons  over  65  be  made  available  to  persons  of  all  ages  and  the  dis- 
criminatory provisions  against  public  institutions  in  the  present  title 
XIX  be  removed  so  that  publicly  administered  facilities  as  well  as 
private  mental  hospitals  can  receive  payment  for  treating  eligible 
recipients  on  the  same  basis  that  general  hospitals  receive  such  benefits. 

We  are  also  aware  of  your  concern  as  well  as  the  concern  of  the 
administration  about  runaway  costs  of  medical  care  services.  We  wish 
to  draw  your  attention  to  the  fact  that  the  program  controls  on  pub- 
licly administered  State  mental  health  programs  and  the  institutions 
which  are  a  part  thereof  are  far  greater  than  the  cost  controls  applied 
to  community  general  hospitals ;  and  these,  we  believe,  account  for  the 
major  differences  in  health  care  costs,  the  runaway  costs  mentioned 
above,  as  well  as  the  fact  that  we  are  producing  good  results  in  cost- 
control  programs. 

These  cost  controls  exist  through  the  scrutiny  exercised  by  the  State 
legislatures  when  they  annually  or  biennially  review  our  mental  health 
program  budgets. 

The  benefits  to  the  individual  recipients  of  such  a  program  expan- 
sion would  be  great,  including  more  active  and  vigorous  treatment, 
an  earlier  return  to  the  community,  the  family  and  employment  with 
an  ensuing  beneficial  effect  to  the  individual,  to  the  employer  and  to 
the  economy. 

We  are  prepared  to  provide  your  committee  with  specific  and  hard 
data  about  the  number  of  persons  to  be  covered  under  this  proposal 
and  actual  costs  based  on  current  expenditures.  We  will  provide  this 
information  on  five  States  representing  a  wide  variety  of  population 
and  programs. 

From  this  information  your  committee  can  extrapolate  firm  cost 
figures  on  a  nationwide  program.  We  are  prepared  to  provide  this 
immediately. 

The  balance  of  my  testimony,  Senator,  is  devoted  to  the  specific 
provisions  of  H.R.  1  which  we  frankly  decry  as  they  discriminate 
further  against  the  mentally  ill  in  our  publicly  administered 
institutions. 

The  Chairman.  Let  me  ask  you  this :  If  it  is  suggested,  as  it  will 
be  today,  what  you  are  urging  would  cost  too  much  money,  more 
than  the  Federal  Government  can  afford  right  now,  would  you  be 
prepared  to  support  an  amendment  to  cover  the  mentally  ill  under 
medicaid  who  receive  active  care  and  treatment  in  an  accredited 
medical  institution,  if  it  were  coupled  with  a  maintenance-of-effort 
provision  to  assure  improved  care,  rather  than  to  substitute  Federal 
for  State  dollars? 

Dr.  Leopold.  Senator,  we  think  the  maintenance-of -effort  provision 
is  an  absolute  essential  because  that  could  happen.  Federal  dollars 
could  be  substituted  for  State  dollars.  The  maintenance-of-effort  pro- 
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vision  in  the  Long  amendment  program  for  the  over  65  is  what  has 
prevented  that  and  what  has  allowed  us  to  have  this  success. 

Now,  we  certainly  feel  that  active  treatment  should  be  defined  and 
should  be  a  requirement. 

The  Chairman.  Well,  in  these  cases  where  you  are  not  going  to  be 
able  to  restore  the  person,  where  the  person  is  unfortunately  going 
to  be  a  custodial  case  from  that  point  forward,  there  is  some  doubt 
as  to  whether  we  are  going  to  get  many  results  with  that  money.  We 
could  care  for  them  better  but  we  might  not  be  able  to  restore  them. 
But  in  those  cases  where  we  believe  there  is  a  good  chance  of  restoring 
that  person  to  at  least  where  they  can  return  home  and  live  with  their 
relatives,  it  seems  to  me  as  though  we  ought  to  try  to  do  it  insofar  as 
we  can. 

Dr.  Leopold.  I  think  restoration  is  one  aspect  of  active  treatment. 
Stabilization  of  a  patient's  condition  is  an  equally  important  aspect 
of  active  treatment  and  must  be  considered  because  a  patient  who  may 
not  be  restored  to  well-being  in  a  total  way,  his  condition  and  the 
deterioration  resulting  from  it  can  be  stabilized  and  that  patient 
can  then,  through  an  active  treatment  and  rehabilitation  program, 
develop  adaptive  mechanisms  so  that  he  won't  have  to  stay  in  the 
hospital  and  we  would  strongly  push  for  that  in  an  active  treatment 
definition. 

The  Chairman.  Let  me  ask  you  this : 

During  the  past  30  years  has  the  number  of  mentally  ill  increased 
or  decreased  as  a  percentage  of  population  that  you  would  regard 
as  mentally  ill  ? 

Dr.  Leopold.  The  number  has  increased.  The  bed  utilization  in  our 
State  institutions  which  care  for  these  people  has  decreased  markedly. 

The  Chairman.  Now,  is  the  increase  in  number  because  of  the 
increasing  complexities  of  our  society  ?  Is  it  because  people  are  living 
longer  or  for  some  other  reason  ? 

Dr.  Leopold.  Well,  we  think  that  there  are  many  reasons  among 
which  the  mobility  of  society,  breaking  of  family  ties,  are  certainly 
important.  The  increasing  stresses  which  you  mentioned  are  very 
important.  There  may  be  other  causes  about  which  we  do  not  fully 
know. 

Mr.  Schnibbe.  Also,  Senator,  there  is  another.  Dr.  Leopold,  as 
often  as  you  develop  a  new  facility,  a  community  mental  health  center 
or  a  clinic  or  some  kind  of  a  treatment  program,  it  is  filled  almost 
immediately ;  it  operates  at  capacity  rapidly,  indicating  that  the  sick 
people  are  there  and  previously  probably  have  not  been  treated  and 
now  they  are  being  treated. 

The  Chairman.  In  other  words,  by  using  tranquilizers  and  new 
drugs  you  are  able  to  move  people  out  of  hospital  beds  and  to  restore 
them  to  the  homes  and  that  sort  of  thing  ? 

Mr.  Schnibbe.  I  think  it  should  be  clear,  and  Dr.  Leopold  said  the 
resident  population  of  the  hospitals  is  going  down,  but  it  should 
number  of  people  treated  is  going  up  at  a  radical  rate  like  that,  while 
be  absolutely  clear  the  admissions  are  going  way  up  ;  so  the  total 
the  bed  type  patient  is  going  down,  so  it  is  an  ambulatory  care  pro- 
gram and  that  is  what  we  are  asking  you  to  consider,  you  know,  to 
enrich  this  program.  Let's  not  cut  any  of  this  down. 
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The  Chairman.  Well,  my  impression  when  I  first  came  here  was 
that  the  majority  of  people  who  were  being  sent  to  State  mental  insti- 
tutions and  I  can  only  judge  by  the  ones  in  my  State — I  am  not 
familiar  with  the  others— but  that  the  majority  of  the  people  being 
sent  there  just  were  not  getting  any  treatment.  ISTow  they  might  be 
getting  a  little  something  but  most  of  them  were  not  geting  much  more 
than  custodial  treatment. 

What  percentage  of  the  mentally  ill  who  are  admitted  to  hospitals 
would  you  guess  could  be  restored  to  a  productive  life,  where  they 
could  actually  find  employment  and  get  by  in  this  society  if  you  had 
available  to  you  the  resources,  all  the  resources  that  you  could  ask  to 
try  to  do  this  job  ? 

Dr.  Gaver.  Mr.  Chairman,  may  I  respond  to  that  ? 

The  Chairman.  Yes. 

Dr.  Gaver.  Generally,  we  think  in  terms  of  about  two-thirds. 
The  Chairman.  About  two-thirds  ? 

Dr.  Gaver.  That  is  providing  they  do  have  the  resources  for  active 
treatment  and  a  continued  rehabilitative  and  partially  supportive  pro- 
gram. Many  people  can  return  to  self -productivity  with  minimal  con- 
tinuing support  of  a  counseling  nature  or  resocialization,  rehabiliative 
activity,  medication  and  the  like. 

I  might  give  you,  for  example  

The  Chairman.  How  many  now  in  fact  do  you  think  are  getting 
that  treatment  to  be  restored?  In  other  words,  you  think  that  about 
two-thirds  could  be  returned  to  productive  life,  I  believe  you  said  ? 

Dr.  Gaver.  Yes. 

The  Chairman.  How  many  are  being  returned? 

Dr.  Gaver.  Somewhat  less  than  that.  I  don't  know  that  I  would 
know  a  figure.  Do  you,  J ohn  ? 

Dr.  Leopold.  No.  I  would  reply  in  a  slightly  different  way.  I  would 
say  that  of  all  persons  first  admitted  to  our  mental  hospita1  the  average 
length  of  stay  is  39  days.  That  is  for  the  first  admissions ;  some  of  those 
persons,  of  course,  are  readmitted  but  we  have  many  patients  with 
organic  physical  diseases  who  have  the  same  kinds  of  experience,  and 
we  don't  discriminate  against  them. 

The  key,  again,  is  active  treatment.  There  would  be  a  wide  variation 
from  State  to  State  depending  in  part  on  the  community  resources 
which  can  provide  supportive  care  to  a  patient  once  he  has  left  the 
hospital.  So  it  might  be  from,  say,  55  percent  in  some  States  to — or 
some  communities — to  over  80  percent  in  others,  and  we  would  like  to 
approach  the  TO-  or  80-percent  level  than  stay  at  the  55. 

The  Chairman.  All  right. 

Dr.  Gaver.  Those  are  guestimates,  Senator. 

The  Chairman.  All  right. 

Dr.  Gaver.  Senator,  may  I  make  an  additional  comment  which  I 
think  is  worthy  of  the  committee's  recognition  ? 
The  Chairman.  Go  ahead. 

Dr.  Gaver.  Talking  about  a  recommendation  that  through  the 
mechanism  medicaid,  an  additional  significant  cost  we  picked  up  which 
is  now  borne  by  State  tax  sources,  the  impact  of  mental  health  pro- 
grams in  State  tax  revenue  expenditures  is  really  perhaps  larger  than 
you  may  guess  at  first. 
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Of  the  State  program  areas  in  which  State  tax  dollars  are  spent, 
mental  health  is  third  in  size,  ranking  only  behind  education  and 
welfare.  As  a  rule  of  thumb,  one  out  of  every  10  or  11  State  tax 
revenue  dollars  is  expended  for  the  mental  health,  mental  retardation 
complex.  For  example,  in  the  State  of  Ohio,  in  the  current  biennium 
constitutes  8,6  percent  of  the  entire  State  expenditure,  so  it  is  a  signifi- 
cant area  and  if  improvements  are  to  be  made,  the  possibility  of  this 
constituting,  in  effect,  a  form  of  revenue  sharing,  would  allow  con- 
tinuing improvement  to  proceed  without  the  sole  physical  respon- 
sibility having  to  be  borne  by  hard-pressed  State  budgets. 

I  want  to  add  one  other  thing  that  we  have  not  touched  upon  and 
that  I  would  hope  that  before  we  terminate  our  testimony  here  we  may 
make  one  additional  comment  about  intermediate  care  facilities  be- 
cause I  think  thev  may,  in  effect,  tie  into  what  we  are  also  talking 
about  here  at  this  time. 

We  are  very  pleased  that  H.R.  10604  provides  the  distinct  part  of 
public  institutions  for  the  retarded  can  be  qualified  as  intermediate- 
care  facilities  providing  they  meet  cost  controls  and  utilization  con- 
trols and  provide  active  treatment. 

I  think  our  principal  concern  at  this  time  is  the  possibility  that 
parts,  distinct  parts  of  public  hospitals  of  the  mentally  diseased  might 
also  be  qualified  as  intermediate-care  facilities,  at  least  for  the  aged 
mentally  ill. 

The  language  of  section  254  of  H.R.  1  still  leaves  me  with  some  con- 
fusion arid  we  would  like  a  clarification  as  to  whether  it  is  intended 
that  public  hospitals  for  mental  diseases  mi^ht  be  certified,  at  least  in 
distinct  parts,  as  in  mimediate-care  facilities  for  the  aged  mentally 

We  would  hope  that  clarification  could  be  clearly  stated  and  we 
would  very  much  favor  it  because  we  would  see  this  as  a  lower  cost  al- 
ternative which  could  be  utilized  if  the  person  did  not  need  the  active 
treatment  of  the  acute  mental  hospital.  It  would  be  an  alternative 
which  would  be  very  satisfactory  and  is  not  entirely  satisfactory  yet 
in  the  private  realm. 

The  Chairman.  That  was  intended. 

Dr.  Gaver.  Thank  you,  sir. 

Mr.  Schnibbe.  That  is  the  intention  of  the  committee,  Mr.  Chair- 
man, of  the  Senate  ? 
The  Chairman.  Yes. 

Mr.  Schnibbe.  I  want  to  add  here,  I  am  glad  to  hear  you  say  this, 
because  there  is  some  confusion  between  us  and  HEW  on  this  issue 
and  I  hope  that  in  your  report  you  can  say  this ;  I  think  this  should  be 
said  clearly  by  the  committee. 

The  General  Counsel  for  HEW — we  have  met  with  him  on  this 
and  there  is  a  little  concern  about  it  and  I  think  it  would  be  very  help- 
ful if  you  would  say  this  in  the  committee  report. 

The  Chairman.  That  was  a  committee  amendment  originally  and 
that  is  what  we  had  in  mind.  We  will  clarify  it — add  more  words 
and  say  it  twice  if  need  be  in  the  committee  report. 

Mr.  Schnibbe.  Very  good.  Thank  you. 

Dr.  Gaver.  One  other  comment  upon  the  proposal  we  are  making: 
We  know  you  are  deeply  concerned  against  all  forms  of  catastrophic 
illness  and  mental  illness  can  constitute  one  form  of  catastrophic  ill- 
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ness.  The  States  today  do  require  payment  from  people  for  care  where 
they  can  pay.  By  and  large  we  do  not  make  charges  against  those 
people  who  are  in  low-income  areas  but  we  support  them  with  State 
tax  dollars.  This  would  be  a  form  of  sharing  in  the  costs  of  care  of 
particularly  one  element  of  catastrophic  illness  and  I  think  you  would 
recognize  this.  We  have  discussed  this  at  a  prior  time  with  you. 
The  Chairman.  Eight. 

Mr.  Schnibbe.  Mr.  Chairman,  one  other  thing,  too.  I  think  that  you 
should  know  that  most  of  the  State  mental  health  commissioners,  and 
I  think  this  includes  Dr.  Addison,  your  own  commissioner  down  in 
Louisiana,  look  upon  the  proposals  that  these  two  doctors  have  made 
to  you  today,  that  this  program  be  expanded  in  a  sort  of,  in  a  sense, 
a  revenue-sharing  substitute  or  a  device  to  provide  more  dollars  for 
care  of  the  mentally  ill,  all  the  mentally  ill,  the  indigents,  and  they 
look  upon  this  as  in  effect  part  of  a  national  health  insurance  program, 
so  in  any  national  health  insurance  scheme  that  is  going  to  be  devel- 
oped by  the  Congress  and  in  the  coming  years,  this  year  or  next  year, 
whenever  it  is,  this  sort  of  thing  that  Drs.  Leopold  and  Gaver  are 
talking  about,  about  picking  up,  sharing  some  heavy — some  of  the 
heavy  expenses  for  care  of  the  mentally  ill  has  in  a  sense  got  to  be  a 
part  of  a  national  health  insurance  program  and  that  is  the  sort  of 
thing  this  committee  can  do  in  providing  this  kind  of  financial  help 
through  the  medicaid  sj^stem,  picking  up  more  costs  for  the  care  of 
the  mentally  ill,  not  only  revenue  sharing  but  also  national  health 
insurance. 

The  Chairman.  That's  right.  Well,  that  is  one  way  of  revenue 
sharing  for  us  to  pick  up  the  costs  of  this  categorical  aid  program 
and  we  will  certainly — I  am  sure  that  the  committee  is  going  to  be 
willing  to  go  further  in  that  direction.  I  personally  would  want  to  go 
just  as  far  with  your  program  as  I  can  persuade  the  committee  to  go; 
you  can  be  sure  of  that. 

We  thank  you  very  much,  gentlemen,  for  your  testimony. 

The  committee  now  stands  in  recess  until  10  o'clock  Monday 
morning. 

Dr.  Leopold.  Thank  you  very  much  for  the  opportunity. 
The  Chairman.  We  are  very  pleased  to  have  you. 
(Prepared  statements  of  the  previous  witnesses  follow.  Hearing 
continues  on  p.  943.) 

Testimony  of  Jonathan  P.  A.  Leopold,  M.D.,  Commissioner  of  Mental  Health 
State  of  Vermont,  Representing  the  National  Association  of  State  Mental 
Health  Program  Directors,  and  The  State  of  Vermont 

Mr.  Chairman  and  Members  of  the  Committee:  I  am  Dr.  Jonathan  P.  A. 
Leopold,  Commissioner  of  Mental  Health  for  the  State  of  Vermont.  I  appear 
before  this  Committee  representing  the  Directors  of  State  Programs  for  the 
mentally  ill  and  the  mentally  retarded  in  54  states  and  territories.  These  State 
Mental  Health  Program  Directors  administer  more  than  1100  mental  hospitals, 
training  schools  for  the  retarded,  community  mental  health  centers,  clinics, 
after-care  facilities  and  psychiatric  training  and  research  institutions.  Two 
million  persons  with  mental  disorders  receive  care  in  our  facilities  each  year. 
We  employ  more  than  300,000  persons  in  these  programs  and  our  annual  operating 
and  capital  budgets  exceed  three  billion  dollars.  We  direct  the  largest  publicly 
administered  and  financed  health  care  system  in  the  free  world  and  this  system 
in  the  various  states  is  the  only  comprehensive  health  service  program  in  ex- 
istence. We  meet  the  needs  of  these  mentally  disordered  persons  through  a 
variety  of  services  ranging  from  24-hour  care  in  our  state  mental  hospitals  and 
mental  retardation  institutions,  through  skiFed  nursing  care  and  intermediate 
care  to  day  hospital  and  night  hospital  programs  and  out-patient  care.  In 
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addition,  these  programs  provide  preventive  services  through  consultation  and 
education  to  a  far  larger  population  than  those  receiving  direct  services. 

My  testimony  will  be  directed  at  understanding  these  programs  for  the  care 
of  the  mentally  disabled,  especially  as  they  have  developed  since  the  passage  of 
PL  89-97  with  emphasis  on  the  care  provided  by  these  state  mental  health  pro- 
grams for  the  mentally  ill  aged  in  our  population. 

The  studies  of  the  Joint  Commission  on  Mental  Illness  established  by  the 
Congress  in  1956  were  pub  ished  in  a  report  tit'ed  "Action  for  Mental  Health: 
Final  Report  of  the  Joint  Commission  on  Mental  Illness  and  Health"  and 
reported  to  the  Congress  in  1961.  This  report  as  well  as  subsequent  findings  by  your 
Committee  and  your  continuing  interest  led  to  enactment  of  the  Medicare-Medi- 
caid  legislation  including  the  "Long  Amendment"  directed  at  improving  the 
care  of  mentally  ill  aged  persons  in  our  society.  State  hospitals  have  been 
characterized  as  "human  warehouses";  the  provisions  of  Section  1902(a)  (20), 
(21)  are  a  comprehensive  and  systematic  attack  program  on  the  care  of  the 
mentally  ill  aged  in  the  United  States : 

(20)  if  the  State  plan  includes  medical  assistance  in  behalf  of  individuals 
65  years  of  age  or  older  who  are  patients  in  institutions  for  mental  diseases — 

(A)  provide  for  having  in  effect  such  agreements  or  other  arrangements 
with  State  authorities  concerned  with  mental  diseases,  and,  where  appro- 
priate, with  such  institutions,  as  may  be  necessary  for  carrying  out  the 
State  plan,  including  arrangements  for  joint  planning  and  for  development 
of  alternate  methods  of  care,  arrangements  providing  assurance  of  immediate 
readmittance  to  institutions  were  needed  for  individuals  under  a1  tenia te 
plans  of  care,  and  arrangements  providing  for  access  to  patients  and  facili- 
ties, for  furnishing  information,  and  for  making  reports  ; 

(B)  provide  for  an  individual  plan  for  each  such  patient  to  assure  that 
the  institutional  care  provided  to  him  is  in  his  best  interest,  including,  to 
that  end,  assurances  that  there  will  be  initial  and  periodic  review  of  his 
medical  and  other  needs,  that  he  will  be  given  appropriate  medical  treat- 
ment within  the  institution,  and  that  there  will  be  a  periodical  determina- 
tion of  his  need  for  continued  treatment  in  the  institution ; 

(C)  provide  for  the  development  of  alternate  plans  of  care,  making 
maximum  utilization  of  available  resources,  for  recipients  65  years  of  age 
or  o^er  who  would  otherwise  need  care  in  such  institutions,  including  appro- 
priate medical  treatment  and  other  aid  or  assistance ;  for  services  referred 
to  in  section  3(a)  (4)  (A)  (i)  and  (ii)  or  section  1603(a)  (4)  (A)  (i)  and  (li) 
which  are  appropriate  for  such  recipients  and  for  such  patients ;  and  for 
methods  of  administration  necessary  to  assure  that  the  responsibilities  of 
the  State  agency  under  the  State  plan  with  respect  to  such  recipients  and 
such  patients  will  be  effectively  carried  out ;  and 

(D)  provide  methods  of  determining  the  reasonable  cost  of  institutional 
care  for  such  patients  ; 

(21)  if  the  State  plan  includes  medical  assistance  in  behalf  of  individuals 
65  years  of  age  or  older  who  are  patients  in  public  institutions  for  mental 
diseases,  show  that  the  State  is  making  satisfactory  progress  toward  develop- 
ing and  implementing  a  comprehensive  mental  health  program,  including  pro- 
vision for  utilization  of  community  mental  health  centers,  nursing  homes,  and 
other  a^ernatives  to  care  in  public  institutions  for  mental  diseases  : 

These  provisions  require  coordination  between  the  State  We1  fare  agencies  and 
the  State  Mental  Health  agencies.  They  provide  for  individual  planning  and 
periodic  review  of  the  plan  and  program  for  each  patient.  They  provide  for 
alternative  care  and  they  provide  for  reasonable  reimbursement  of  the  costs 
of  such  care  and  treatment.  In  addition,  and  of  at  least  equal  importance  is  the 
requirement  that  the  State  make  "satisfactory  progress  toward  developing  and 
implementing  a  comprehensive  mental  health  program". 

I  have  included  here  a  brief  progress  report  on  the  care  of  the  aged  mentally 
ill  in  Vermont.1 

Reports  showing  similar  progress  have  been  or  can  be  prepared  from  the 
other  states  participating  in  the  "Long  Amendment"  program,  thus  it  can  be 
demonstrated  that  this  section  of  the  Medicare,  Medicaid  law  together  with 
other  activities  by  the  Congress  have  in  fact  transformed  our  state  mental 
hospitals  from  "human  warehouses"  providing  custodial  care  into  active  treat- 
ment centers  with  achievable  goals  of  treating  elderly  patients  and  then  placing 
them  in  suitable  alternative  care.  These  goals  are  in  fact  being  achieved ! 


1  See  table  and  charts  at  p.  925ff. 
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As  a  result  of  your  well-known  concern  for  mentally  disordered  persons  and 
the  aforementioned  success  of  the  ''Long  Amendment"  programs,  as  well  as  our 
own  continuing  concern  for  mentally  disordered  persons  for  whom  we,  as  state 
mental  health  program  directors,  are  responsible,  we  therefore  recommend  a 
major  program  expansion  rather  than  the  limitations  on  Medicaid  contained  in 
H.R.  1.  We  request  your  Committee  to  give  serious  consideration  to  an  expan- 
sion of  Medicaid  coverage  for  the  mentally  ill  so  that  persons  under  the  age 
of  65  who  are  "medically  indigent"  or  "categorically  related"  would  be  eligible 
to  have  the  cost  of  their  care  and  treatment  in  mental  hospitals  covered  by  the 
Title  XIX  Medical  Assistance  Program.  This  revenue  sharing  proposal  would 
define  goals,  provide  expanded  benefits  to  eligible  recipients  and  be  subject 
to  the  improved  utilization  review,  medical  audit,  program  audit  and  cost  con- 
trol which  I  have  previously  discussed.  Our  proposal  wo^d  include  the  same 
requirements  for  persons  under  65  as  those  presently  required  in  Section  1902. 
(a)  (20)  (21)  for  persons  over  the  age  of  65.  In  previous  appearances  before 
your  Committee  we  have  recommended  specific  methods  for  increasing  the  effec- 
tiveness of  utilization  review  and  medical  audit.  This  testimony  was  provided 
to  your  Committee  on  September  15,  1970  by  my  colleague,  Dr.  Kenneth  Gaver 
now  Commissioner  of  Mental  Health  for  Ohio.  I  have  appended  to  my  testimony 
a  copy  of  his  previous  recommendation  for  utilization  controls.  (See  Appendix 
A). 

We  believe  this  is  an  appropriate  action  for  the  federal  government  to  take 
because  of  the  failure  of  the  private  sector  insurance  planners  to  deal  with 
this  problem.  This  failure  is  cited  and  documented  in  a  publication  of  the 
Department  of  Health,  Education,  and  Welfare.2  This  lack  of  activity  toward 
meeting  a  long  standing  and  weU  recognized  deficiency  demands  action  by  the 
Congress.  The  principle  of  equity  requires  that  the  benefits  presently  provided 
to  mentally  111  persons  over  65  be  made  available  to  persons  of  all  ages  and 
the  discriminatory  provisions  against  public  institutions  in  the  present  TiVe 
XIX  be  removed  so  that  publicly  administered  facilities  as  weU  as  private 
mental  hospitals  can  receive  payment  for  treating  eligible  recipients  on  the 
same  basis  that  general  hospitals  receive  such  benefits. 

We  are  also  aware  of  concern,  in  the  Congress,  as  well  as  the  Administration 
about  the  runaway  costs  of  Medical  Care  Services.  We  wish  to  draw  your 
attention  to  the  fact  that  the  program  controls  on  pubHcly  administered 
state  mental  hea^h  programs  and  the  institutions  which  are  a  part  thereof  are 
far  greater  than  the  cost  controls  applied  to  community  general  hospitals. 
These  cost  controls  exist  through  the  scrutiny  exercised  by  the  state  legis^tures 
when  they  annually  or  biennially  review  our  mental  health  program  budgets. 
As  such,  all  our  expenditures  are  more  closely  examined  through  this  process.  An 
accountabiUty,  unknown  in  the  private  sector,  is  imposed  upon  us.  For  these 
reasons  we  feel  that  an  expansion  of  this  program  on  an  equita^e  basis  would 
not  be  unreasonable  at  this  time  and  that  the  existing  inequities  should  be 
removed. 

The  benefits  to  individual  recipients  will  be  great,  including  more  active 
and  vigorous  treatment,  an  earlier  return  to  the  community,  the  family,  and 
employment  with  an  ensuing  beneficial  effect  to  the  individual,  to  the  employer 
and  to  the  economy.  We  are  prepared  to  provide  your  Committee  with  specific 
and  hard  data  about  the  number  of  persons  to  be  covered  under  this  proposal 
and  actual  costs  based  on  current  expenditures.  We  will  provide  this  information 
on  five  states  representing  a  wide  variety  of  popi^ation  and  programs.  From  this 
information  your  Committee  can  extrapolate  firm  cost  figures  on  a  nation- 
wide program.  If  the  Committee  wishes,  we  can  provide  this  information  to 
you  very  soon. 

I  wish  now  to  turn  to  some  specific  contusions  of  the  provisions  of  H.R.  1 
in  its  present  form.  First,  there  is  a  proposed  reduction  in  the  length  and 
amount  of  benefits  for  the  mentally  ill  aged  and  the  imposition  of  a  lifetime  benefit 
limit  similar  to  that  in  Medicare.  In  the  recent  past,  several  nationally  recog- 
nized groups  have  decried  these  discriminations  and  recommend  their  removal. 

"The  President's  Task  Force  on  the  Aging  recently  recommended  '.  .  .  that 
the  190-day  lifetime  limit  under  Medicare  for  inpatient  treatment  in  a  psychi- 
atric hospital  be  removed,  since  the  limitation  on  inpatient  care  in  a  psychi- 


2  "Financing  Mental  Health  Care  Under  Medicare  and  Medicaid".  U.S.  Department  of 
Health,  Education  &  Welfare.  Social  Security  Administration,  Office  of  Research  and 
Statistics.  Research  Report  No.  37.  Page  10. 
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atric  hospital  .  .  .  for  those  older  persons  who  experience  acute  or  recurring 
emotional  disturbance  is  neither  humane  nor  realistic.  Nor  is  it  medically 
sound  if  it  results  in  the  premature  transfer  of  the  older  persons  after  190 
days  of  treatment  into  a  custodial  care  situation.  It  is  also  inequitable  when 
compared  with  Medicare  provisions  for  care  of  chronic  or  acute  organic  ill- 
ness'." (The  Report  of  the  President's  Task  Force  on  the  Aging,  op.  cit  p.  33.) 

In  addition,  the  President's  Task  Force  on  the  Mentally  Handicapped  stated, 
"after  due  consideration  of  the  limitations  on  benefits  for  the  mentally  ill 
and  mentally  retarded  under  Medicare  and  Medicaid,  recommended  'that  all 
provisions  discriminating  against  the  mentally  disabled  be  removed  from  Medi- 
care and  Medicaid  laws,  regulations,  and  administration ;  further,  that  the 
government  develop  and  promote  legislative  and  administrative  measures  to 
enhance  the  capacity  of  the  service  system'."  ("Action  Against  Mental  Disa- 
bility" ...  p.  48,  U.S.  Government  Printing  Office:  1970.  Washington,  D.C. 
20402.) 

The  health  insurance  providers  Advisory  Council  of  the  Social  Security 
Administration  has  also  said  that  such  a  recommendation  "is  not  an  appropri- 
ate means  of  safeguarding  the  program  against  payment  for  what  is,  in  effect, 
custodial  care."  The  Council  also  recommended  that  "the  190-day  lifetime  limit 
on  inpatient  psychiatric  hospital  benefits  be  removed  if  a  review  of  past 
experience  shows  that  such  removal  would  significantly  increase  health  benefits 
to  Medicare  beneficiaries,  in  relation  to  the  costs  involved."  (Health  Insurance 
Benefits  Advisory  Council  Annual  Report  on  Medicare:  Covering  the  Period 
July  1,  1966-December  31,  1967.  U.S.  Department  of  Health,  Education,  and 
Welfare,  Social  Security  Administration,  Bureau  of  Health  Insurance,  July  1969, 
p.  24.) 

If  the  Congress  feels  that  a  reduction  in  benefits  is  necessary  in  order  to 
achieve  more  reasonable  costs  then  such  a  reduction  of  benefits  for  the  mentally 
ill  should  be  on  an  equal  basis  with  reductions  in  benefits  for  other  medical 
assistance  recipients  with  other  diseases.  We  therefore  request  that  if  a  benefit 
reduction  and  limitation  must  be  enacted  that  it  be  enacted  on  a  phase-in  basis 
to  take  effect  within  five  years,  placing  benefits  to  mentally  ill  persons  on  an 
equal  basis  with  benefits  to  persons  with  other  illnesses. 

There  are,  however,  alternatives  to  further  improve  care  and  still  keep 
costs  within  reasonable  limits.  These  are  improved  requirements  for  periodic 
review,  utilization  review  and  alternative  care.  These  requirements  must  be 
extended  to  nursing  homes  and  intermediate  care  facilities  as  well  as  hospital 
care.  Greater  utilization  shou'd  be  made  of  community  living  situations  for 
dependent  disabled  persons  such  as  boarding  homes,  foster  homes  and  family 
care.  They  must  be  developed  with  reasonable  professional  support  systems  which 
will  insure  their  effective  operation  while  meeting  the  needs  of  people  being 
served.  I  refer  to  consuUative  services  to  mental  health  and  other  health  pro- 
fessionals that  insure  adequate  medical  care  as  well  as  prevention  and  allevia- 
tion of  social  and  medical  disability  and  dependence  which,  when  it  occurs, 
necessitates  re-admission  to  a  treatment  faciHty.  There  are  numerous  examples 
of  such  programs  with  demonstrated  effectiveness  in  various  parts  of  the 
country.  Such  programs  must  receive  additional  encouragement  and  support 
from  the  federal  government. 

We  wish  to  express  concern  about  the  narrow  concept  regarding  disability 
and  rehabilitation  contained  in  Section  2015.  There  are  many  rehabilitation 
services  available  in  each  of  the  states  which  are  not  part  of  the  State  reha- 
bilitation plan  and  if  disability  review  is  limited  to  functions  included  in  the 
State  rehabilitation  plan,  we  are  fearful  of  a  narrowing  of  the  concept  of 
disability  and  the  service  utilized  to  alleviate  disability. 

We  continue  to  be  concerned  about  licensing  and  standard  setting  provisions 
contained  in  Section  239.  Section  239  provides  for  "establishing  and  maintaining 
standards  for  public  and  private  institutions  in  which  recipients  of  medical  assist- 
ance under  the  plan  may  receive  care  or  services".  From  our  experience  with 
the  (public)  health  authorities  which  in  many  states  do  not  understand  mental 
health/mental  retardation  programs,  goals  and  methods,  their  standards,  which 
may  be  appropriate  to  general  hospitals,  are  frequently  inappropriate  for  the 
institutions  which  we  administer.  Cases  of  such  misunderstanding  in  our  states 
as  well  as  by  the  medicare  fiscal  intermediary  are  well  documented  and  on  record 
with  your  Committee.  We  therefore  recommend  that  such  standards  be  developed 
by  the  state  health  authority  in  cooperation  and  consultation  with  the  mental 
health  authority. 
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We  wish  to  thank  you,  Mr.  Chairman,  and  the  Committee  for  this  opportunity 
to  discuss  our  problems  and  opportunities  and  wish  to  assure  you  of  our  con- 
tinuing desire  to  cooperate  with  you  and  aid  you  by  providing  information  based 
on  our  experience. 

APPENDIX  A 

Need  for  Adequate  Utilization  Controls. — To  assure  that  the  Federal  Social 
Security  programs  are  applied  most  prudently,  it  is  necessary  to  maintain  certain 
control  functions.  These  relate  to  quality  of  service  rendered,  extent  of  utiliza- 
tion of  the  service,  and  cost  of  the  service. 

Treatment  Versus  Custodial  Care. — The  State  Mental  Health  Directors  fully 
subscribe  to  the  concept  of  providing  treatment  instead  of  custodial  care.  They 
concur  in  proper  certification  of  patients,  proper  utilization  review,  provision  of 
alternative  methods  of  care,  and  medical  audit  by  an  outside  team. 

It  should  be  recognized,  however,  that  not  all  treatment  is  successful,  espe- 
cially in  a  short  time.  The  aged  mentally  ill  are  by  nature  nearly  always  long- 
term,  difficult  cases.  They  require  disproportionately  large  amounts  of  medical- 
surgical  care,  long-term  medication,  often  extensive  resocialization,  and  careful 
preplacement  planning.  The  care  thus  provided  is  by  nature  long-term  and  over 
an  extended  period  of  time.  It  may  also  be  expensive.  This  does  not  make  it 
"custodial"  by  definition. 

Custodial,  on  the  other  hand,  implies  lack  of  medical,  nursing,  and  rehabilita- 
tive services.  Modern  state  mental  hospital  services  are  not  custodial  but,  rather, 
are  treatment-oriented  to  the  limit  of  the  resources  available. 

Need  for  Effective  Controls. — State  Mental  Health  Directors  concur,  as  noted 
above,  in  the  proper  imposition  of  appropriate  controls,  including: 

1.  Certification  and  recertification. 

2.  Individual  treatment  plans. 

3.  Utilization  review. 

4.  Joint  preplacement  planning. 

5.  Utilization  of  alternate  patterns  of  care. 

6.  Independent  outside  medical  audit. 

The  national  Association  of  State  Mental  Health  Program  Directors  has 
endorsed  the  need  for  all  these  mechanisms.  They  are  rational  measures  to  pre- 
vent overutilization  and  improper  utilization. 

State  Mental  Health  Directors  would  not  object  to  review  procedures  by  out- 
side peer  groups.  This  might  be  somewhat  impractical  because  of  the  organiza- 
tional relationships  peculiar  to  the  mental  hospital.  The  mental  hospital  physi- 
cian is  a  member  of  a  structured  treatment  team.  This  is  a  qualitatively  different 
role  from  the  position  of  the  private  practitioner  who  is,  in  a  sense,  in  the  posi- 
tion of  serving  as  broker  for  the  patient  by  calling  in  different  paramedical  skills 
on  a  prescription  basis. 

The  State  Mental  Health  Directors  would  like  to  emphasize  the  need,  not  only 
for  independent  medical  audit  on  an  individual  case  basis,  but  also  for  what  is 
referred  to  as  program  audit.  We  find  great  value  in  having  an  independent 
professional  team  review  the  total  program  of  care  for  the  aged  mentally  ill. 
Such  an  audit  allows  identification  of  weaknesses  of  program  and  problems  of 
integration.  It  leads  to  strengthening  and  improvement  of  the  program.  It  serves 
a  different  function  from  individual  case  audit.  We  commend  it  to  the  Committee 
for  inclusion  as  a  quality  control  mechanism. 


Testimony  of  Kenneth  D.  Gaver,  M.D.,  Director-Designee,  Department  of 
Mental  Hygiene  and  Correction,  State  of  Ohio,  Representing  the  National 
Association  of  State  Mental  Health  Program  Directors  and  the  State  of 
Ohio 

Mr.  Chairman  and  Members  of  the  Committee:  I  am  Dr.  Kenneth  D.  Gaver, 
Director  of  the  Ohio  Department  of  Mental  Hygiene  and  Correction.  I  am  here 
today  representing  the  National  Association  of  State  Health  Program  Directors 
in  which  organization  I  hold  the  office  of  Treasurer.  I  also  represent  the  10,651,000 
people  of  Ohio,  the  sixth  largest  of  these  United  States.  It  is  my  privilege  to 
again  appear  before  this  Committee  and  to  compliment  the  Committee,  and 
especially  Senator  Long,  for  the  many  progressive  achievements  in  the  Mental 
Health  field  which  have  resulted  from  changes  over  the  years  in  the  Social 
Security  Act,  especially  those  in  Titles  XVII  and  XIX  of  that  Act. 
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THE  NATIONAL  ASSOCIATION  OF  STATE  MENTAL  HEALTH  PROGRAM  DIRECTORS 

The  National  Association  of  State  Mental  Health  Program  Directors  repre- 
sents the  Commissioners  or  Directors  of  those  agencies  which  conduct  the 
Mental  Health  programs  of  the  50  states,  the  District  of  Columbia,  and  3 
territories.  In  addition  to  hospital  and  community  programs  for  the  Mentally  111 
about  20  of  the  members  are  'also  responsible  for  the  state  hospital  and 
community  programs  in  Mental  Retardation.  Many  have  responsibility  for  the 
care  and  treatment  of  drug  addicts  and  drug  abusers.  Many  also  have  the 
responsibility  to  provide  care,  treatment  and  rehabilitation  to  America's  6 
million  alcoholics.  NASMHPD  members  have  direct  responsibility  for  255  .state- 
owned  and  operated  public  mental  hospitals.  Other  publicly  owned  hospitals  (e.g. 
county)  bring  the  total  of  hospitals  with  which  they  are  administratively  con- 
cerned to  about  314.  Those  hospitals  had  a  combined  population  of  308,204 
patients  in  1971.  Total  admissions  were  414,926  in  1971.  In  addition,  members 
provide  care  to  189,394  (1968)  Mentally  Retarded  as  well.  They  fund  and  direct 
massive  community  mental  health  programs  and  are  in  partnership  with  the 
Federal  Government  and  local  community  agencies  in  the  community  mental 
health  centers  program. 

State  Mental  Health  programs  are  the  largest  health  care  providers  in  their 
states.  They  differ  from  private  health  care  systems  in  that  they  are  cost 
controllable,  they  operate  within  strict  budget  limitations  and  the  employees 
have  no  profit  incentive. 

The  impact  of  Mental  Health  programs  in  state  tax  revenue  expenditures  is 
enormous.  Of  all  the  state  program  areas  in  which  state  tax  dollars  are  .spent, 
Mental  Health  is  third  in  size,  ranking  only  behind  education  and  welfare.  As  a 
rule  of  thumb,  one  out  of  every  10  or  11  state  tax  revenue  dollars  is  expended  for 
Mental  Health. 

In  Ohio,  of  a  total  1971-73  General  Revenue  Fund  budget  of  $4.3  billion, 
$371.2  million,  or  8.6  percent,  is  allocated  to  the  Mental  Health-Mental  Retarda- 
tion program. 

State  Mental  Health  programs  are  big  business.  In  Ohio  the  Department  of 
Mental  Hygiene  and  Correction,  even  excluding  the  Corrections  program,  is  the 
largest  employer  in  all  of  State  government  with  13,500  full-time  classified 
employees  and  nearly  1,000  part-time  contractual  employees.  The  new  1971-73 
budget  will  add  1,600  full-time  employees  to  the  Department's  rolls  for  Mental 
Health  services. 

FROM  FAILURE  TO  SUCCESS 

In  past  decades  Mental  Hospitals  constituted  America's  infamous  snake  pits 
with  hundreds  of  thousands  of  patients  living  in  poverty  and  receiving  little  or 
no  treatment.  That  is  no  longer  true.  While  many  advances  remain  to  be  made, 
State  Mental  Health  programs  have  moved  toward  systematic  health  delivery 
systems  emphasizing  community  Mental  Health  programs.  Yet  today,  and  for 
years  to  come,  public  mental  hospitals  will  play  a  major  role  in  providing 
residential  treatment.  Our  problem  is  to  continue  the  conversion  of  public  mental 
hospitals  from  their  old  singular  asylum  role  to  a  new  role  based  on  the  best  and 
highest  use  of  the  mental  hospital  within  an  integrated  and  coordinated  .system 
of  care. 

The  past  few  years  have  shown  massive  change  in  the  public  mental  hospitals. 
In  1961  the  population  of  these  hospitals  was  526,116.  In  1971  the  population 
was  308,024,  a  drop  of  218,092  persons,  or  41.5  percent,  in  a  span  of  10  years. 
Population  reduction  continues  at  an  estimated  rate  of  4  percent  per  year. 

The  number  of  aged  persons  in  public  mental  hospitals  has  dropped  from 
160,776  in  1959  to  111,420  in  1969,  a  drop  of  30.7  percent.  This  drop  has  been  the 
result  of  many  factors  not  the  least  of  which  has  been  the  Long  Amendment  to 
the  Social  Security  Amendments  of  1965. 

In  spite  of  massive  population  reduction  the  number  of  persons  being  served  has 
increased  markedly  due  to  expanded  out-patient  and  community  services  and  to 
steadily  increasing  admission  (and  discharge)  rates  to  and  from  the  public 
mental  hospitals.  Admissions  per  year  have  increased  6.5  percent  since  1961.  The 
public  mental  hospitals  furthermore  are  often  the  only  mental  health  resource 
available  to  the  poor  or  to  the  seriously  mentally  handicapped. 

NASMHPD  AGREES   WITH   NEED  FOR  QUALITY  AND  UTILIZATION  CONTROLS 

The  Social  Security  Amendments  of  1965  brought  about  a  major  advance  in 
health  care  utilization  through  imposition  of  quality  controls  and  utilization 
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controls.  The  NASMHPD  fully  subscribe  to  the  principles  in  those  controls, 
including  the  following: 

( 1 )  Certification  and  re-certification 

(2)  Individual  treatment  plans 

(3)  Utilization  review 

( 4 )  Joint  pre-placement  planning 

(5)  Utilization  of  alternate  patterns  of  care 

(6)  Independent  outside  medical  audit 

The  State  Mental  Health  Program  Directors  accept  the  principles  of  Peer 
Review  as  proposed  in  H.R.  1. 

The  State  Mental  Health  Program  Directors  also  emphasize  the  value  of 
"Program  Audit,"  i.e.,  the  review  of  overall  program  to  identify  and  strengthen 
program  weaknesses. 

GENERAL  RECOMMENDATIONS  OF  NASMHPD  REGARDING  H.R.  1 

(1)  The  provisions  of  H.R.  1  should  be  amended  to  extend  the  Title  IX  Medic- 
aid benefits  in  public  mental  hospitals  to  all  age  ranges. 

{a)  Present  law  limits  services  to<  those  over  age  65,  some  20-30  percent  of 
the  resident  population. 

( b )  The  poor  and  the  severely  handicapped  use  public  mental  hospitals  to  a 
greater  extent  than  other  segments  of  the  population.  This  is  due  both  to  economic 
necessity  and  to  the  fact  that  public  hospitals  are  one  of  the  few  resources 
serving  the  severely  handicapped. 

(c)  Present  law  constitutes  de  facto  discrimination  against  the  poor  and  the 
severely  handicapped  because  of  their  patterns  of  utilization  of  mental  health 
care  services. 

(d)  Mental  Health  programs  are  a  major  cost  to  State  General  Revenue  ex- 
penditures. Extension  of  Medicaid  to  public  mental  hospitals  would  extend  "cost- 
sharing"  between  Federal  and  State  governments  by  allowing  the  necessary 
program  improvements  without  the  sole  fiscal  responsibility  having  to  be  borne 
by  hard-pressed  state  budgets.  This  would,  in  effect,  constitute  a  form  of  "reve- 
nue sharing"  while  it  would  retain  Congressional  control  over  program  expendi- 
ture areas,  quality  of  program  and  cost  projections. 

States  differ  in  socio-economic  characteristics  of  their  population.  They  differ 
in  whether  or  not  State  Welfare  Medicaid  provisions  cover  only  the  categorically 
related  or  both  categorically  related  and  medically  indigent.  States  differ  as  to 
income  criteria  for  eligibility. 

NASMHPD  has  attempted  to  obtain  information  as  to  the  mental  hospital  popu- 
lation at  risk  in  such  a  program.  This  information  will  be  provided  to  the  Com- 
mittee in  the  near  future  in  written  form. 

Based  upon  the  presently  available  data  one  can  project  that  as  a  minimum 
about  160,200  resident  patients,  or  52%,  of  the  public  mental  hospital  population 
in  the  United  States  would  be  eligible  (not  certified)  for  services  under  exten- 
sion of  Medicaid  to  all  ages  in  these  hospitals.  The  number  might  be  as  high  as 
231,000  since  experienced  mental  health  staff  persons  are  of  the  opinion  that 
same  75  or  80  in  each  100  patients  in  public  mental  hospitals  may  be  eligible. 

NASMHPD  strongly  recommends  the  great  social  and  economic  advantages 
of  such  a  progressive  amendment  to  the  Social  Security  Act. 

(2)  Modify  the  reduction  in  amount  and  time  of  payments  for  care  in  public 
mental  hospitals  and  in  skilled  nursing  homes. 

(a)  H.R.  1  proposes  to  amend  Sec.  231  of  the  Social  Security  Act  to  reduce 
payments  by  %  after  90  days  and  to  eliminate  reimbursement  after  one  year  in 
hospitals  for  mental  diseases. 

(&)  NASMHPD  recognizes  the  rationale  for  such  a  proposal  over  time  as  an 
incentive  to  develop  alternative  methods  of  care,  especially  out-patient  care. 

(c)  NASMHPD  however  emphasizes  that  the  present  provisions  have  been 
successful  in  reducing  the  populations  of  the  aged  in  mental  hospitals  and  in 
providing  the  use  of  alternatives. 

(d)  Immediate  implementation  of  this  provision  would  virtually  terminate 
medical  assistance  to  the  aged  mentally  ill  within  one  year  for  the  following 
reasons : 

(1)  The  present  length  of  stay  of  newly  admitted  aged  persons  is  rela- 
tively brief.  They  are  admitted,  treated,  and  usually  placed.  In  an  Oregon 
study  of  1965  only  8%  of  such  patients  remained  in  hospitals  at  the  end  of 
one  year. 
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(2)  The  long-term  severely  handicapped  aged  still  need  services.  How- 
ever, at  the  end  of  one  year  eligibility  for  such  services  would  be  eliminated. 
Their  continued  residence  in  hospitals  would  then  probably  be  promoted. 
Hospital  population  reduction  would  be  slowed, 
(e)  NASMHPD  believes  that  limitations  on  amount  and  time  of  payment 
should  not  discriminate  against  the  mentally  ill,  but  should  apply  equally  to 
any  disease  or  disability  group.  If  limitations  must  be  imposed,  then  hopefully 
they  could  be  phased  in  over  a  period  of  time.  The  Committee  may  wish  to  con- 
sider authorizing  the  Intermediate  Care  Facility  in  public  mental  hospitals  as 
an  alternative  means  of  providing  care  after  expiration  of  benefits  in  the  higher 
cost  acute  mental  hospital  setting.  Use  of  the  Skilled  Nursing  Home  and  Inter- 
mediate Care  Facility  may  be  a  way  to  provide  longer  term  care  at  reduced 
rates.  This  will  be  mentioned  again  later  in  the  testimony. 

(3)  Extend  authorization  for  reimbursement  to  be  made  in  Intermediate  Care 
Facilities  ich  ich  are  distinct  parts  of  Hospitals  for  Mental  Diseases. 

(a)  H.R.  10604  provided  that  distinct  parts  of  public  institutions  for  the 
Mentally  Retarded  could  qualify  as  Intermediate  Care  Facilities  provided  that 
each  recipient  was  appropriately  certified  and  that  the  institution  provided  the 
appropriate  medical  or  rehabilitative  program.  NASMHPD  expresses  its  agree- 
ment with  and  commendation  for  this  progressive  amendment. 

(b)  The  wording  of  the  new  Sec.  3(a)  (16)  in  H.R.  10604  appears  to  pro- 
hibit the  certification  of  a  distinct  part  of  a  public  mental  hospital  as  an  ICF. 
This  may  be  in  conflict  with  the  intent  of  Sec.  254  of  H.R.  1,  although  the 
wording  is  obscure  and  obfuscated. 

(c)  The  extension  to  the  mental  hospital  of  the  possibility  of  certification  as 
an  ICF  could  serve  as  a  way  to  provide  coverage  for  long-term  aged  mentally 
ill  as  an  alternative  to  care  in  the  regular  mental  hospital. 

(1)  The  long-term  aged  mentally  ill  would  have  had  one  year  of  eligibility 
in  the  regular  mental  hospital. 

(2)  ICF  care  would  be  appropriate  for  many. 

(3)  The  costs  of  care  in  an  ICF  will  generally  be  lower  than  in  a  regular 
mental  hospital. 

(d)  The  repeal  of  Sec.  1121  of  the  Social  Security  Act  is  an  advance  in  that 
it  moves  care  in  an  ICF  from  Title  XI  to  Title  XIX.  thus  broadening  coverage 
to  include  the  medically  indigent  as  well  as  the  categorically  related.  This  is  in 
keeping  with  the  thrust  of  other  provisions  relating  to  the  mentally  ill. 

BELATED  RECOMMENDATIONS  H.R.  1 

(1)  Eliminate  the  discrimination  against  resident  of  public  ICF  in  institution 
for  Mentally  Retarded  as  related  to  "active  treatment." 

{a)  H.R.  1  proposed  and  H.R.  10604  requires  that  a  resident  of  an  ICF  in 
a  public  institution  for  the  Mentally  Retarded  must  be  receiving  "active  treat- 
ment." No  such  requirement  is  made  upon  the  private  ICF.  This  is  clearly 
discriminatory. 

(b)  NASMHPD  does  not  oppose  the  requirement  for  '"active  treatment."  The 
requirement  is  realistic.  But  it  is  also  realistic  in  the  private  ICF. 

(c)  NASMHPD  urges  the  inclusion  of  the  requirement  of  a  program  of  "active 
treatment"  in  the  requirements  of  both  public  and  private  ICF's. 

(2)  The  need  for  acceptable  definitions  of  "Active  Treatment." — H.R.  10604 
refers  to  the  patient  being  in  a  program  of  "active  treatment."  NASMHPD 
believes  that  "active  treatment"  must  be  defined  and  suggests  the  following 
elements  be  included  in  the  definition  : 

(a)  based  on  diagnosis 

(b)  under  medical  supervision 

(c)  comprised  of  a  planned  program  of  activities  of  a  broad  range  (including, 
e.g.,  medication,  counseling,  guidance  and  social,  rehabilitative,  training  and 
educational  activities) . 

(d)  aimed  at  increasing  the  persons  adaptive  capacity  or 

(e)  prevention  of  the  patients'  conditions  becoming  worse 

NASMHPD  believes  strongly  that  treatment  aimed  or  preventing  regression 
or  the  worsening  of  the  patients  condition  must  be  included  as  a  goal  of 
treatment. 
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Some  sample  definitions  are  included,  as  follows: 

(a)  Active  treatment  of  children — 

"Active  treatment  is  based  upon  a  substantiated  diagnosis.  It  consists  of 
the  planned  application  of  medical,  nursing,  psychologic,  social,  educational, 
rehabilitative  and  other  services  which  are  designed  to  achieve  individual 
treatment  objectives.  Such  objectives  should  be  directed  toward  the  decrease 
of  dependency  and  disability  and  the  increase  in  the  patient's  capacity  to  live 
independently.  Active  treatment  should  include  the  assignment  of  various 
component  parts  of  treatment  responsibility,  a  method  of  monitoring  them, 
and  of  assessing  the  outcome." 

(&)  Active  treatment  of  retarded  in  an  Intermediate  Care  Facility — 

"Daily  participation,  in  accordance  with  an  individual  treatment  plan, 
in  activities,  experiences  or  therapys  which  are  part  of  a  professionally 
developed  and  supervised  program  of  health,  social  or  rehabilitative  services 
offered  by  or  procured  by  the  institution  for  its  residents. 

"An  individual  treatment  plan  means  a  written  plan  developed  for  the 
individual  by  an  appropriate  interdisciplinary  professional  team  setting  forth 
a  goal-oriented  combination  or  developmental  sequence  of  activities,  experi- 
ences or  therapys  designed  to  assist  the  individual  to  attain  or  maintain  the 
optimal  physical,  intellectual,  social  or  vocational  functioning  of  which  he 
is  presently  or  potentially  capable." 

(3)  Include  participation  of  State  Mental  Health  Authorities  with  the  Single 
Licensing  Authority. 

H.R.  1,  Sec.  239,  provides  for  a  single  state  agency  to  establish  standards  and 
license  facilities.  In  many  instances  State  Mental  Health  Authorities  already 
have  limited  statutory  authority  for  licensing  selected  facilities  within  their 
states.  We  believe  that  state  licensing  agencies  should  be  required  to  consult  with 
and  include  State  Mental  Health  Authorities  when  such  licensing  or  standard 
setting  involves  Mental  Health  programs. 

(4)  Rehabilitation  Services  for  Blind  and  Disabled  Individuals. 

Sec.  2015  (a)  of  H.R.  1  requires  that  blind  and  disabled  persons  be  referred 
not  less  often  than  quarterly  to  the  state  agency  administering  the  state  plan  for 
vocational  rehabilitation  services  to  determine  appropriateness  of  services  under 
Title  XX  of  H.R.  1.  Furthermore,  under  2015  (b)  it  is  required  that  the  person 
so  referred  "shall  accept  such  rehabilitation  services  .  .  ." 

NASMHPD  questions  the  mandatory  nature  of  this  provision.  Further,  as  to 
the  referral  service  itself,  would  not  a  broader  definition  of  the  referral  agency 
provide  for  wider  utilization  of  a  variety  of  referral  agencies  which  can  provide 
evaluation  ? 

(5)  Include  Medicare  Coverage  of  the  Disabled. 

NASMHPD  supports  and  encourages  the  inclusion  under  the  provisions  of 
Medicare  of  Social  Security  disability  beneficiaries.  The  disabled  include  some 
persons  whose  disability  is  the  result  of  mental  impairment.  Extension  of  the 
benefits  of  Title  XVIII  (Medicare)  will  greatly  improve  the  access  to  and 
benefits  from  medical  care  on  their  part. 

CONCLUSION 

Mental  Illness  and  Mental  Retardation  are  no  respectors  of  person,  economic 
status,  social  class,  race,  etc.  10%  of  the  population  is  mentally  ill,  another  3+% 
is  mentally  retarded.  Organized,  cost-controllable  health  care  systems  should  be 
utilized  to  the  best  and  highest  use,  not  abandoned.  Public  facilities  and  programs 
still  are  the  mainstay  for  the  poor  and  for  the  seriously  handicapped. 

Improvements  depend  on  additional  revenues.  State  revenue  sources  are  con- 
stricted. Federal  participation  is  needed.  Mental  health,  as  a  large  consumer 
of  State  tax  dollars,  is  a  logical  way  in  which  to  enter  the  field  of  "revenue 
sharing"  while  maintaining  program  and  cost  controls. 

(Whereupon,  at  5 :20  p.m.,  the  hearing  was  adjourned,  to  reconvene 
at  10  a.m.,  Monday,  January  24, 1972.) 
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MONDAY,  JANUABY  24,  1972 

U.S.  Senate, 
Committee  on  Finance, 

Washington,  D.O. 

The  committee  met,  pursuant  to  recess,  at  10  a.m.  in  room  2221,  New 
Senate  Office  Building,  Senator  Russell  B.  Long  (chairman)  presiding. 

Present:  Senators  Long,  Anderson,  RibicofT,  Byrd,  Jr.,  of  Virginia, 
Nelson,  Bennett,  Curtis,  Jordon  of  Idaho,  Fannin,  and  Hansen. 

The  Chairman.  This  hearing  will  come  to  order.  Senator  Bennett 
and  other  Senators  will  be  along  as  the  hearing  progresses. 

We  are  pleased  to  have  as  witnesses  today  the  first  of  several  Gov- 
ernors whom  we  will  be  pleased  to  hear,  and  we  welcome  their  sug- 
gestions. The  first  will  be  the  Governor  of  Massachusetts,  the  Honor- 
able Francis  Sargent. 

Governor  Sargent,  we  are  very  happy  to  have  you  here  with  us 
today. 

STATEMENT  0E  HON.  FRANCIS  SARGENT,  GOVERNOR  OF  THE 
COMMONWEALTH  0E  MASSACHUSETTS,  ACCOMPANIED  BY  LEON- 
ARD HAUSMAN  AND  EDWARD  M0SC0VITCH,  ECONOMISTS 

Governor  Sargent.  Mr.  Chairman,  thank  you  very  much  for  the 
opportunity  to  appear  before  your  committee. 

I  have  two  distinguished  economists  from  our  State  with  me,  Dr. 
Moscovitch  and  Dr.  Hausman  who,  in  case  you  get  into  very  compli- 
cated questions  regarding  economics  that  I  am  unable  to  answer,  I  am 
very  pleased  to  have  with  me,  Mr.  Chairman. 

Senator  Ribicoff.  Mr.  Chairman,  I  wonder  if  I  can  make  a  brief 
comment. 

First,  I  want  to  take  this  opportunity  of  welcoming  two  New  Eng- 
land Governors,  both  friends  of  mine,  one  a  Republican  and  one  a 
Democrat,  for  whom  I  have  the  greatest  admiration. 

I  do  want  to  point  out,  in  formulating  my  own  series  of  amend- 
ments, I  have  worked  very  closely  with  Governor  Sargent  and  his 
staff.  The  welfare  amendments  that  I  have  presented  and  which  will 
be  the  basis  of  what  I  think  are  necessary,  had  a  great  input  from 
Governor  Sargent. 

I  also  want  to  say,  Mr.  Chairman,  that  today  I  am  introducing  an 
additional  amendment  to  H.R.  1,  to  provide  emergency  relief  to  the 
States.  The  States  are  in  deep  trouble.  In  fiscal  1971,  the  welfare 
budgets  in  29  States  ran  into  the  red.  The  States  have  been  required  to 
cut  back  their  welfare  payments,  and  the  proposal  that  I  am  intro- 
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ducing  has  been  introduced  in  the  House  by  the  chairman  of  the  Ways 
and  Means  Committee,  Wilbur  Mills,  and  Congressman  George  Collins, 
of  Illinois.  This  amendment  would  provide  fiscal  relief  to  the  States 
by  limiting  State  expenditures  for  fiscal  years  1972  and  1973  to  the 
level  of  expenditures  incurred  in  fiscal  year  1971.  The  Federal  Govern- 
ment would  assume  all  additional  costs. 

This  proposal  would  afford  $900  million  of  immediate  tax  relief  to 
State  and  local  taxpayers;  and  for  1972,  $1.1  billion  of  fiscal  relief 
for  the  States.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Fine.  Governor  Sargent,  would  you  proceed.  We 
will  be  pleased  to  hear  your  statement  now. 

Governor  Sargent.  Mr.  Chairman,  I  have  a  brief  statement,  and 
I  have  an  expanded  statement  that  has  been  delivered  to  you,  Mr. 
Chairman,  and  the  members  of  your  committee ;  and  I  might  now  make 
my  brief  statement. 

I  come  here  today,  Mr.  Chairman,  in  two  capacities:  As  chief 
executive  of  the  Commonwealth  of  Massachusetts  and,  second,  as  a 
Governor  expressing  the  point  of  view  of  14  other  Governors,  the 
National  League  of  Cities,  the  (U.S.  Conference  of  Mayors,  and  others 
concerned  with  welfare  reform. 

I  can  begin  my  testimony  with  a  simple  fact :  The  current  system 
of  public  welfare  has  failed  and  failed  miserably,  in  my  opinion. 
Surely  there  is  little  controversy  over  this  fact,  but  we  must  go  another 
step.  We  must  say  that  public  welfare,  as  we  know  it  in  this  country, 
must  end ;  and  we  must  say  that  short  of  a  national  effort,  there  can 
be  no  real  welfare  reform. 

All  the  experiences  and  all  the  experiments  of  recent  years  have 
made  that  abundantly  clear.  We  cannot  reform  welfare  State  by 
State.  We  cannot  Band-Aid  the  present  system  and  make  it  work. 
Altered  slightly  or  funded  more  generously,  it  still  won't  work.  It  has 
not  served  us  well  in  the  1960's,  and  it  most  certainly  will  fail  us  in 
the  1970's.  We  must  abandon  the  concept  of  a  State-by- State  adminis- 
tered and  heavily  financed  welfare  program.  In  its  place,  we  need 
reform  that  provides  for  a  uniform,  national,  federally  administered 
and  financed  program. 

As  Governors  and  mayors,  we  do  not  say  this  because  we  haven't 
tried  or  are  not  now  trying  to  make  this  present  system  work.  We  have 
tried;  we  will  continue  to  try.  For  example,  let  me  describe  our  ex- 
perience in  Massachusetts. 

I  have  struggled  with  the  welfare  system  since  I  succeeded  to  the 
governorship  in  1969,  the  same  year  the  State  took  over  the  adminis- 
tration of  welfare  from  cities  and  towns  of  our  State.  We  sought  to 
control  it,  to  manage  it,  to  improve  it  where  it  could  be  improved,  to 
change  it  where  change  could  succeed. 

We  were  fortunate  in  finding  a  new  and  able  young  Commissioner 
of  Public  Welfare.  We  eliminated  the  so-called  special  needs  program 
that  permitted  those  with  the  loudest  voices  to  get  the  greatest  benefits. 
In  its  place  we  initiated  the  flat  grant  system  that  treats  all  welfare 
families  of  the  same  size  in  the  same  way,  guaranteeing  fairness  and 
providing  a  model  that  was  used  to  develop  similar  programs  in  other 
States.  We  tightened  eligibility  requirements  to  guarantee  welfare 
help  goes  to  those  in  need,  not  to  those  who  could  take  care  of  them- 
selves, but  simply  chose  not  to  do  so. 
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We  initiated  eligibility  investigations  that  resulted  in  the  removal 
of  20,000  cases  from  assistance  rolls. 

The  list  of  attempts  to  make  the  system  work  is  very  long.  We 
initiated  a  program  whereby  employable  recipients  are  now  required  to 
register  and  pick  up  their  checks  at  employment  offices  and  secure  work 
if  available.  And  I  have  just  quadrupled  the  size  of  a  fraud  squad 
to  crack  down  on  abuse  and  have  started  a  financial  managemnt  con- 
trol system,  a  modern,  computerized  system  for  the  entire  department's 
operation. 

In  short,  I  have  done  what  I  think  I  could  do  with  what  at  its  very 
best  is  a  flawed  and  faulty  and  broken-down  system. 

Many  other  Governors  have  tried  very  hard  as  well.  Some  States 
faced  with  the  welfare  crisis  have  understandably,  but  unfortunately, 
cut  back  on  their  assistance  to  those  genuinely  in  need ;  and  others  in 
desperation  have  even  sought  to  legislate  unconstitutional  residency 
requirements  that  if  imitated  by  all  States,  would  have  created  a  new 
class  of  people  in  this  country — welfare  refugees,  American  vaga- 
bonds— sentenced  to  spend  their  lives  wandering  around  their  country 
guilty  of  the  crime  of  poverty  or  of  illness  or  of  old  age. 

Given  the  financial  crisis,  certainly  one  way  is  road  of  the  cutback, 
of  denial,  of  punishment  for  the  poor  for  being  poor,  punishment  of 
the  sick  for  being  sick,  punishment  of  the  old  for  growing  old. 

Is  this  the  America  we  know,  that  we  want  it  to  become  ?  But  this 
is  what  it  will  become  if  we  fail  to  establish  a  federally  administered 
and  financed  national  public  assistance  program.  We  can  no  longer 
administer  and  finance  public  welfare  on  a  varied  State-by- St  ate  basis 
as  now  exists,  especially  now  that  a  new  responsibility  confronts  State 
government,  a  new  challenge  and  a  new  financial  burden — I  am  talk- 
ing about  the  financing  of  public  education  already  mandated  by  the 
action  of  three  separate  courts  around  the  Nation — and  especially 
now  when  States  must  act  to  relieve  the  homeowner  and  rent  payer 
overburdened  by  an  exorbitant  real  estate  tax. 

Am  I  advocating  that  States  "cop  out"  because  they  have  bungled 
the  job  ?  No ;  we  are  saying  that  States  cannot  do  the  job  that  is  needed, 
for  many  sound  reasons.  Let  me  list  but  three,  for  they  are  persuasive 
in  their  own  right : 

1.  Today  the  American  society  is  a  mobile  one.  An  individual,  rich 
or  poor,  may  be  in  New  York  on  one  day  and  then  seek  a  new  job  or 
a  new  way  of  life  in  California  on  the  next.  We  must  recognize  this 
fact.  If  an  individual  is  on  welfare  in  Massachusetts,  where  payments 
may  be  more  liberal  than,  for  instance,  in  Mississippi ;  where  an  op- 
portunity for  employment  awaits  him  in  Mississippi,  for  example,  the 
individual  may  decide  to  forgo  that  opportunity  for  fear  that  if  he 
loses  that  job,  he  will  be  left  with  a  lesser  welfare  payment. 

Present  geographical  discrepancies  among  States  encourage  people 
to  follow  the  welfare  market  instead  of  the  job  market  and  encourage 
families  to  be  locked  into  dependency. 

2.  In  addition  to  the  fact  that  we  have  a  mobile  society,  there  is  also 
an  important  economic  reason  for  a  uniform  national  program  to  re- 
place the  existing  State-by-State  administered  ones.  When  the  economy 
is  sluggish  and  more  and  more  working  people  become  unemployed  or 
are  temporarily  unable  to  make  ends  meet,  it  is  precisely  then  that 
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States  are  least  able  to  be  of  help.  This  is  an  unhappy  paradox.  Just 
when  more  funds  are  needed,  less  revenue  is  available.  The  States, 
unlike  the  Federal  Government,  cannot  deficit  finance,  cannot  borrow 
on  the  future  to  pull  them  through  difficult  economic  periods.  The 
funding  of  public  assistance  must  be  directly  tied  to  the  more  flexible 
system  of  financing  that  a  national  program  can  provide. 

3.  We  have  mentioned  the  plight  of  the  working  poor,  those  that 
labor  each  day  and  barely  make  both  ends  meet.  Yet  under  the 
current  system,  we  find  cases  where  an  individual  may  receive  more 
aid  on  welfare  than  he  or  she  can  obtain  by  working.  The  current 
system  is  geared  primarily  to  assist  those  who  do  not  work.  It  does 
not  provide  sufficient  incentives  that  would  always  assure  more  ad- 
vantages for  people  to  work  than  to  go  on  welfare.  We  must  have 
a  national  public  assistance  program  equally  geared  to  aid  the  work- 
ing poor  as  well  as  those  who  cannot  work. 

In  summary,  if  we  wanted  to  penalize  those  who  work,  we  could 
not  find  a  better  way  than  the  present  system  to  penalize  them.  It 
provides  little  or  no  aid  to  the  working  poor,  it  guarantees  that  re- 
sources are  inadequate  to  finance  those  temporarily  unemployed  in 
recessions,  and  thus  it  encourages  individuals  to  follow  the  welfare 
market  instead  of  the  job  market. 

What  I  have  described  about  welfare  is  not  only  true  in  Massachu- 
setts, it  is  true  across  the  Nation.  According  to  latest  HETT  statistics, 
the  problem  is  everywhere  and  getting  worse.  Welfare  rolls  are  up : 
departments  of  public  welfare  are  unable  to  cope  with  the  enormous 
administrative  tasks  of  operating  the  systems,  and  their  attempts  to 
institute  programs  to  move  recipients  from  the  welfare  rolls  to  the 
payrolls  have  met  with  very  little  success. 

As  an  example,  the  program  that  I  mentioned  that  we  enacted  in 
Massachusetts  requiring  potential  employables  pick  up  their  checks 
at  employment  offices  has  actually  landed  jobs  for  only  2  percent  of  the 
recipients — only  2  percent  of  the  recipients.  A  similar  program  is  in 
effect  in  Xew  York,  and  it  did  little  better,  securing  employment  for 
only  3  percent. 

So  let  us  face  the  hard  truth.  The  current  system  cannot  succeed. 
Xo  matter  how  hard  we  work  to  manage  the  system,  no  matter  how 
diligently  we  struggle  to  control  and  administer  and  regulate  the 
operation,  the  fact  is  that  we  are  spending  in  my  State  nearly  $500 
million  and  nationally  SlO  billion  on  a  system  that  perpetuates  failure, 
penalizes  those  who  work  and  promotes  dependency  and  poverty. 

So  we  must  end  public  welfare  assistance  as  we  know  it.  not  just 
in  Massachusetts  but  across  America.  We  must  create  in  its  place  a 
uniform,  federally  financed  and  administered  national  assistance  pro- 
gram. 

The  essence  of  the  plan  is  now  before  you  in  H.E.  1.  It  is  an  ex- 
cellent beginning:  it  charts  the  new  directions  we  must  follow.  I 
support  it  in  principle  but  it  does  not  go  far  enough.  To  meet  our 
needs,  my  proposals  and  those  of  Senator  RibicorT.  formally  sub- 
mitted by  the  Senator  as  amendments  to  H.R.  1.  would  take  the 
additional  needed  steps. 

I  am  submitting  to  your  committee.  Mr.  Chairman,  written  testi- 
mony containing  much  sweater  detail  concerning  these  proposals,  but 
I  would  like  to  highlight  them  at  this  time. 
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First,  we  propose  a  national  level  of  assistance  of  $3,000  for  a  family 
of  four,  to  rise  in  3  years  to  the  poverty  level.  This  higher  level  pro- 
vides increased  fiscal  relief  to  the  high  payment  welfare  States,  while 
in  low  payment  welfare  States  it  provides  increased  purchasing 
power  to  the  poor,  increased  sales  revenue  to  local  businesses  and  in- 
creased sales  taxes  for  hard-pressed  State  treasuries. 

Second,  we  propose  greater  work  incentives:  A  benefit  reduction 
rate  of  60  percent  and  tax  forgiveness  to  the  working  poor.  I  might 
point  out  that  under  H.K.  1  a  family  of  four  whose  breadwinner  earns 
$4,000  per  year  loses  out  of  every  dollar  he  earns  67  cents  in  welfare 
payment  benefits,  5  cents  in  social  security  tax,  14  cents  in  income  tax 
and  in  many  States  the  last  14  cents  to  pay  for  medicaid.  This  is  a  dis- 
incentive, not  an  incentive  to  work ;  and  let  me  emphasize  one  point : 
$5  billion  of  what  we  propose  would  go  directly  to  the  working  poor 
individuals  who  work  but  who  require  some  additional  supplement 
to  get  by. 

Third,  we  propose  greater  fiscal  relief:  $2.5  billion  in  fiscal  relief 
immediately  to  States  that  face  a  fiscal  crisis.  In  addition,  our  pro- 
posal would  provide  long  term  development  and  relief  to  States  with 
more  limited  fiscal  capacity — in  the  South,  for  instance. 

Fourth  and  last,  we  propose  a  tighter  administrative  program. 
There  are  tasks  practically  impossible  to  administer  on  a  State-by- 
State  basis — keeping  track  of  recipient  earnings  and  keeping  track  of 
recipients  who  might  apply  for  benefits  in  more  than  one  State  or 
apply  for  benefits  in  more  than  one  State  while  working  in  another. 

We  propose  a  system  that  can  monitor  and  control  these  practices. 

We  propose  a  plan  that  by  1976  would  provide  one  system,  one  na- 
tional uniform  administration  for  public  welfare,  benefited  by  public 
employees  better  paid  and  better  trained  under  a  proven  national  civil 
service  system. 

I  will  end  by  stating  my  belief  that  I  shared  with  the  citizens  of 
Massachusetts  when  I  first  announced  my  efforts  to  bring  about  welfare 
reform : 

I  believe  that  in  this  proud  land,  this  rich  nation,  we  have  promises  to  keep, 
to  ourselves  and  to  all  who  share  this  nation  with  us,  promises  of  a  good  life 
and  a  decent  life,  promises  of  mutual  respect,  promises  of  a  society  in  which 
each  man  and  woman  may  live  in  dignity. 

Mr.  Chairman,  I  believe  America  can  keep  these  promises.  I  urge 
your  favorable  consideration  of  these  recommendations. 

I  appreciate  very  much  the  opportunity  to  make  this  statement,  Mr. 
Chairman. 

The  Chairman.  Thank  you  very  much,  Governor  Sargent. 
Senator  Anderson  ? 

Senator  Anderson.  I  don't  have  any  questions.  I  just  want  to  remark 
that  Governor  Sargent  was  connected  with  an  agency  with  which  I 
was  very  much  involved.  He  did  a  fine  job  and  I  trust  him  very  much. 

Governor  Sargent.  Thank  you  very  much. 

The  Chairman.  Thank  you. 

Senator  Curtis.  Governor,  I  didn't  get  in  on  the  first  part  of  your 
statement ;  I  was  at  another  committee  meeting,  but  I  did  get  in  on  your 
recommendations. 

Do  you  have  an  estimate  as  to  how  much  this  would  increase  the 
Federal  cost  over  Federal  welfare  costs  to  the  Federal  Government  ? 
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Governor  Sargent.  At  the  present  time  it  is  my  understanding, 
including  medicaid  in  the  country,  it  is  somewhere  around  $15  billion. 
H.R.  1,  that  is,  the  Nixon  proposal — Nixon-Mills  proposal — would 
add  about  $4  billion  to  the  present  $15  billion. 

My  proposal  would  be  approximately  $6  billion  over  and  above 
H.R.  1. 

Senator  Curtis.  So  you  are  recommending  a  welfare  program  that 
would  cost  $10  billion  a  year  more  than  the  present  program? 

Governor  Sargent.  More  than  the  present  one ;  that  is  correct ;  yes, 
sir. 

Senator  Curtis.  Now,  this  committee  not  only  has  jurisdiction  of 
social  security,  but  we  also  have  a  responsibility  in  reference  to  the  tax 
program. 

How  would  you  suggest  we  raise  the  $10  billion  ? 

Governor  Sargent.  Well,  let  me  just  say  that  I  recognize  that  I  am 
talking  about  very  substantial  additional  funding  but  in  my  view,  and 
maybe  I  am  wrong,  but  in  my  view  the  most  serious  cancer  that  we 
have  in  this  country  is  the  fact  that  we  have  a  welfare  system  that 
doesn't  work.  We  have  a  system  where  today  we  have  rather  than  1 
million  families  who  are  dependent  upon  public  assistance  as  we  had 
a  few  years  ago,  today  we  have  got  3  million  families  and  these  are 
families  where  the  husband  has  left  the  family ;  and  what  we  are  doing 
is,  we  are  now  supporting  more  and  more  people  who  are  on  welfare, 
who  are  unemployed  and  what  I  think  we  should  be  doing  is  redirect- 
ing this  program  so  that  we  can  be  helping  those  who  are  just  at  the 
edge,  who  are  trying  to  continue  to  have  a  job. 

Now,  you  can  well  say,  well,  is  it  worth  all  that  kind  of  money  ?  My 
feeling  is  we  can't  afford  not  to  do  something  different  because  we  are 
headed  in  the  wrong  direction.  We  are  going  to  have  more  and  more 
millions  of  families  on  welfare  if  we  continue  this  way. 

Senator  Curtis.  I  haven't  said  a  word  about  that.  I  merely  ask  you 
what  your  recommendation  is  to  this  committee  for  raising  the  $10 
billion? 

Governor  Sargent.  Well,  I  don't  want  to  suggest  a  tax  program  be- 
cause that  is  not  particularly  in  my  line  and,  incidentally,  I  might  say 
that  in  order  to  try  to  meet  all  of  the  demand  at  the  State  level  I  have 
proposed  and  fought  for  and  we  have  gotten  through  an  increase  in 
the  income  tax  at  the  State  level,  a  sales  tax  at  the  State  level,  a  gaso- 
line tax,  a  cigarette  tax,  and  increased  corporate  taxes  and  so  on ;  but 
I  feel  that  the  national  income  tax  is  the  most  flexible  tax  in  this  coun- 
try. It  is  growing  as  the  Nation's  economy  grows  and  I  feel  personally 
that  there  should  be  a  reordering  of  priorities  so  that  we  don't  con- 
tinue to  have  a  welfare  system  that  is  encouraging  families  to  split  up, 
encouraging  people  not  to  go  to  work. 

Now,  what  specifically  should  be  the  piece  of  machinery  to  produce 
this  additional  money  is  not  probably  appropriate  for  me  to  comment 
upon  other  than  to  say  that  I  believe  that  a  reordering  of  priorities 
would  make  sense. 

Senator  Curtis.  Well,  would  you  recommend  that  this  $10  billion 
be  raised  by  increasing  taxes  or  by  deficit  financing? 

Governor  Sargent.  I  am  not  certain  which  

Senator  Curtis.  You  have  asked  this  committee  to  spend  $10  billion 
over  existing  expenditures  and  I  think  you  should  take  the  respon- 
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sibility  of  advising  us  when  you  recommend  that  whether  we  raise 
this  by  taxation  or  increasing  the  deficit. 

Governor  Sargent.  At  the  present  time  we  have — we  are  following 
the  route  of  deficit  spending  and  I  imagine  most  persons,  regardless 
of  party,  would  prefer  that  we  weren't,  but  we  are.  That  is  one  route. 

The  other  route  is  an  increase  in  the  income  tax. 

Senator  Curtis.  Yes ;  I  know  the  two  routes  and  that  is  what  I  asked 
you,  which  one  you  are  recommending  to  this  committee. 

Governor  Sargent.  I  really  am  not  prepared  to  recommend.  I  just 
maintain  that  it  would  be  possible  perhaps  to  obtain  these  additional 
funds  by  cutting  back  in  other  areas  or  by  following  either  the  income 
tax  increase  route  or  by  deficit  spending;  and  I  think  it  is  more  ap- 
propriate for  a  Governor  to  say  these  are  the  needs,  these  are  the  things 
that  we  see,  and  I  believe  it  is — I  would  be  stepping  beyond  my  bounds 
if  I  were  to  say  here  is  the  type  of  tax  program  that  I  think  we 
should  have. 

Senator  Curtis.  No ;  no.  I  didn't  ask  you  what  type  of  tax  program. 
I  asked  you  whether  your  recommendation — you  have  recommended  to 
us  that  we  increase  expenditures  by  $10  billion  and  I  am  not  asking 
you  to  spell  out  what  kind  of  tax — it  is  very  complicated — but  merely 
whether  or  not  you  are  recommending  we  do  this  through  increased 
taxes  or  increased  deficit  financing. 

Governor  Sargent.  Well,  as  far  as  I  am  concerned,  I  presume  I 
would  say  increased  deficits. 

Senator  Curtis.  Increased  deficits  ? 

Governor  Sargent.  I  think  so. 

Senator  Curtis.  Now,  does  the  State  of  Massachusetts  provide 
AFDC  benefits  to  a  family  where  the  breadwinner  is  unemployed  1 
Governor  Sargent.  Do  we  at  the  present  time  ? 
Senator  Curtis.  Yes, 

Governor  Sargent.  We  say  to  any  family  that  has  a  husband  who 
can  work  that  he  must  now  go  to  the  employment  office  to  pick  up 
his  check  and  see  if  we  can  get  him  a  job  ;  and  we  have  been  able  to 
get  jobs  for  2  percent  of  those  who  were  eligible.  Of  course,  most  of 
the  people  seeking  AFDC  benefits  don't  have  any  means  of  taking  a 
job. 

Senator  Curtis.  I  will  illustrate  my  question  a  little  better. 

Initially,  the  scope  of  the  AFDC  program  was  quite  narrow ;  it  was 
narrower  than  it  is  now ;  there  was  aid  to  dependent  children  in  case 
the  father  was  dead  or  absent  and  then  we  later  made  it  possible  that 
the  States  could  make  an  AFDC  payment  to  a  family  if  the  husband 
was  unemployed.  About  half  of  the  States  have  availed  themselves  of 
that  program  or  maybe  a  little  more.  Has  Massachusetts? 

Governor  Sargent.  Yes;  we  do  have  such  a  program.  One  of  our 
problems,  of  course,  is  the  lack  of  jobs  at  the  present  time.  We  are  

Senator  Curtis.  But  you  do  pay  the  benefit  if  they  are  unemployed, 
just  the  same  as  if — to  the  family — if  they  were  deceased  or  absent 
from  home  ? 

Governor  Sargent.  Len,  would  you  want  to  answer  that  ? 
Mr.  Hausman.  Yes.  We  have  about  2,000  families  in  which  the  father 
is  unemployed  and  is  receiving  AFDC  U.S.  benefits. 
Senator  Curtis.  Yes. 
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Now,  before  that  was  done,  the  claim  that  the  welfare  program  was 
causing  a  splitup  in  families  had  considerable  validity  because  if  the 
husband  were  dead  the  wife  and  children  could  get  benefits  or  if  he 
was  absent  from  home.  So  that  was  an  inducement  for  him  to  leave 
home,  in  some  instances. 

A  number  of  years  ago  Congress  responded  by  making  it  possible 
to  pay  the  benefit  if  he  was  unemployed,  so  there  is  no  reason  for  a  man 
who  wants  to  otherwise  stay  with  his  family  to  desert  them  in  order 
to  get  welfare. 

You  say  that  Massachusetts  participates  in  that  program.  What 
hard  figures  do  you  have  to  support  your  contention  that  the  welfare 
program  in  Massachusetts  is  causing  family  splitups  ? 

Governor  Sargent.  I  don't  have  the  figures  in  front  of  me  but  I  am 
sure  they  can  be  provided.  But  I  think  it  is  clearly  evident  across  this 
country  that  families  are  splitting  up,  that  we  have  families,  for  in- 
stance, rather  than  1  million  families  as  we  had  a  few  years  ago,  we 
have  3  million  families  who  are  now  dependent  on  public  assistance, 
where  the  father  is  no  longer  in  the  household.  It  would  appear  to 
me  very  evident  that  this  is  happening  and  if  we  have  figures  I  would 
be  very  happy  to  forward  them  to  the  committee. 

(The  following  was  received  for  the  record :) 

In  many  states,  a  father  working  full-time  and  earning  $3,200  per  year  (this 
reflects  the  legal  minimum  wage  of  $1.60  per  hour)  has  a  smaller  income  than 
a  mother  on  welfare  with  a  similar-size  family.  This  comparison  in  and  of  it- 
self causes  understandable  resentment  on  the  part  of  these  working  fathers,  and 
is  not  mitigated  in  any  way  by  the  existence  of  an  unemployed  father  program. 

In  such  a  state,  the  father  has  a  strong  incentive  to  leave  his  wife  (or  appear 
to  leave  her)  in  order  to  make  her  eligible  for  welfare  benefits.  If  the  state  has 
an  unemployed  father  program,  he  can  make  his  family  eligible  for  welfare  by 
quiting  work.  Of  course,  a  father  who  quits  his  job  will  most  likely  be  ruled 
ineligible  for  UF  benefits.  Indeed,  the  UF  guidelines  are  quite  restrictive — 
only  155,000  of  the  close  to  3  million  families  on  AFDC  are  UF  families.  The 
surest  way  of  obtaining  the  higher  payments  under  welfare  for  our  father,  then, 
is  to  desert  his  wife. 

The  only  way  to  eliminate  this  disastrous  discrepancy  between  the  treatment 
of  families  headed  by  a  working  man  and  those  where  the  father  has  deserted 
is  to  include  the  working  poor  in  our  income  maintenance  system.  Under  the 
Ribicoff- Sargent  proposals,  a  father  with  earnings  of  $3,200  would  receive  a 
federal  income  supplement  of  $1,512  ($1,729  if  wages  are  counted  net  of  social 
security).  This  would  give  him  a  total  income  of  $4,712 — far  more  than  women 
on  welfare  would  receive. 

Senator  Curtis.  You  think  this  program  that  you  have  offered  would 
end  family  splitups  ? 

Governor  Sargent.  I  really  do,  Senator. 

Senator  Curtis.  I  think  when  you  supply  your  answers  to  whether 
or  not  you  have  any  hard  figures  in  Massachusetts  that  the  welfare 
program  is  causing  family  splitups — when  you  go  into  it  you  will  find 
that  some  of  the  States  with  the  highest  welfare  benefits  are  the  States 
that  are  leading  in  dissolution  of  families  and  marriages. 

Governor  Sargent.  This  is  why  I  say  that  we  have  been  placing  too 
much  of  our  emphasis  on  the  fact — on  those  families  where  they  are 
unemployed,  where  they  are  on  welfare.  What  I  am  saying  is,  what 
we  should  do  is  place  much  more  emphasis  on  work  incentives,  more 
emphasis  on  the  low-income  working  family  who  can't  seem  to  be  able 
to  meet  their  payments.  They  don't  get  many  of  the  subsidies  that  are 
available  today  to  the  welfare  family. 
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Senator  Curtis.  Yes ;  I  understand.  This  is  a  plan  to  put  the  working 
poor  on  welfare  and  I  think  there  are  better  methods  of  providing  ways 
to  upgrade  their  income  and  their  earning  capacity. 

I  won't  take  any  more  time.  That  is  all. 

The  Chairman.  Senator  Ribicoff  ? 

Senator  Ribicoff.  Thank  you. 

Governor  Sargent,  what  is  the  unemployment  rate  in  Massachusetts 
today? 

Governor  Sargent.  The  unemployment  rate  is  close  to  7  percent  in 
Massachusetts. 

Senator  Ribicoff.  And  that  would  be  how  many  people  actually  out 
of  work  in  Massachusetts  ? 

Mr.  Hausman.  I  would  say  about  300,000  or  400,000. 

Governor  Sargent.  In  the  vicinity  of  300,000  to  400,000. 

Senator  Ribicoff.  And  that  would  include  people  of  high  skills, 
experience,  years  of  work  effectiveness ;  is  that  right  ? 

Governor  Sargent.  That  is  correct.  In  our  State  at  the  present 
time  we  have  some  unskilled  unemployed;  we  also  have  a  very  large 
percentage  of  highly  skilled  people,  engineers,  technicians,  who  are  out 
of  work. 

Senator  Ribicoff.  So,  therefore,  when  it  comes  to  apply  for  a  job 
that  is  available,  the  overwhelming  number  of  employers  would  turn 
to  this  skilled  labor  pool  rather  than  to  the  average  person  who  is  on 
welfare  and,  generally — am  I  correct? — they  are  low  skilled,  inex- 
perienced, of  limited  education  and  that  is  why  you  find  it  difficult  to 
place  more  than  2  percent  of  those  who  have  registered  ? 

Governor  Sargent.  Exactly. 

Senator  Ribicoff.  Now,  let  me  ask  you,  from  your  experience  as  an 
alert  and  aware  Governor,  if  it  was  not  a  question  of  funds,  how  many 
people  could  you  put  to  work  in  Massachusetts  in  legitimate,  construc- 
tive, public  service  jobs?  I  don't  mean  leaf -raking  jobs  but  legitimate 
public  service  jobs — how  many  jobs  could  you  fill  in  Massachusetts  if 
you  had  the  money  to  spend  ? 

Governor  Sargent.  Well,  obviously  there  are  any  number  of  differ- 
ent areas  in  which  there  could  be  positions  created,  laboring  positions, 
at  the  Federal  or  State  level,  in  connection  with  forestry  employment, 
highway  work,  and  a  whole  variety  of  things. 

Senator  Ribicoff.  Could  you  create  jobs  in  hospitals  ? 

Governor  Sargent.  In  hospitals,  yes. 

Senator  Ribicoff.  In  schools,  in  colleges  ? 

Governor  Sargent.  Yes,  I  believe  we  could. 

Senator  Ribicoff.  In  cleaning  up  the  city  ?  In  keeping  the  streets 
clean  ? 

Governor  Sargent.  I  think  in  the  whole  environmental  field  there 
could  be  a  great  many  projects  that  would  be  very  important  to  under- 
take that  could  take  unemployed  people  and  could  use  them  wisely. 

Senator  Ribicoff.  Now,  Senator  Curtis  raises  a  point  which,  there  is 
no  question,  is  going  to  be  one  of  the  most  controversial  parts  of  this 
debate  that  will  reach  the  floor  of  the  Senate  after  it  comes  through 
the  Finance  Committee,  when  we  face  a  $40  billion  deficit,  and  my 
guess  is  next  fiscal  year  we  will  have  a  $50  billion  deficit. 

Of  course,  President  Nixon  now  says  he  is  a  Keynesian ;  he  came  in, 
basically,  as  a  non-Keynesian ;  now  he  is  a  Keynesian,  so  this  country 
is  in  for  a  period  of  deficit  spending ;  so  it  goes  against  the  ethics  of 
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both  Democrats  or  Kepublicans  to  see  a  country  with  a  $40  billion 
deficit. 

There  are  168  programs  on  the  Federal  roster  for  which  we  spent 
$31  billion.  Many  of  them  are  matching  grants.  I  suppose  you  and 
every  Governor  and  mayor  have  had  presented  to  you  a  program  of 
matching  grants  and  you  rush  in  and  put  in  your  10  or  20  or  40  percent 
and  think  you  are  getting  something  and  you  may  not  be  getting 
anything. 

As  you  look  at  those  poverty  programs  that  are  supposed  to  elimi- 
nate poverty  in  your  opinion,  are  those  168  programs  successful  ? 

Governor  Sargent.  By  no  means  are  they  because  again  the  figures 
are  increasing  and  increasing  and  increasing  and  persons  who  are 
eligible,  and  I  think  we  are  headed  in  the  wrong  direction;  and, 
therefore,  I  would  like  to  see  much  more  emphasis  on  keeping  peo- 
ple at  work  than  trying  to  pay  them  when  the  families  have  split  up 
or  are  out  of  work. 

Senator  Kibicoff.  I  mean  these  

Governor  Sargent.  And  all  of  these  programs- 


Senator  Kibicoff.  In  these  poverty  programs,  how  many  people  in 
Massachusetts — do  you  or  your  staff  think  have  been  taken  out  of  pov- 
erty as  a  result  of  these  168  Federal  programs  ? 

Governor  Sargent.  I  think  very  few,  and  again  I  would  like  to  com- 
pile what  figures  we  can  to  accurately  answer  your  question.  But  the 
discouraging  part  for  the  Governor  or  for  my  State  is  that  there  is 
this  multiplicity  of  grants  that  are  available.  We  try  to  provide  the 
matching  funds  and  we  do.  Then  it  takes  a  long,  long  period  of  time 
to  set  the  program  into  operation  and  then  there  may  be  cutbacks  in 
Federal  funding  and  we  are  sort  of  left  out  in  left  field. 

My  feeling  is  that  this  proposal  that  you  have  been  working  on, 
Senator,  would  virtually  change  that ;  it  would  make  a  flat  program 
that  would  be  administered  nationally  and  it  would  be  equal  in  every 
State ;  it  wouldn't  have  all  these  separate  types  of  grants  but  instead 
we  would  have  every  person  on  an  arrangement  similar  to  social 
security  and  I  think  we  would  be  very  much  better  off. 

Senator  Ribicoff.  What  is  your  guess,  from  your  experience,  on 
the  relative  success  of  programs  for  taking  people  out  of  poverty? 
People  are  poor  because  they  don't  have  money ;  isn't  that  true,  when 
all  is  said  and  done  ?  If  it  was  a  question  of  taking  the  bottom  or  the 
least  priority  of  that  $31  billion  and  168  programs,  and  taking  that  $5 
billion  and  allocating  it  for  programs  for  the  working  poor  to  bring 
them  up  to  poverty,  do  you  think  the  society,  the  individual,  would 
be  better  off  ? 

Governor  Sargent.  I  think  we  would  be  so  much  better  off.  Then  I 
think  we  would  be  placing  our  funds  where  they  could  really  start  to 
jpick  the  country  up  rather  than  to  lower  these  families  into  a  continu- 
ing arrangement  of  being  on  welfare  forever. 

Senator  Ribicoff.  Considering  the  budget  deficits  we  have  got,  and 
apparently  are  going  to  have  for  years  to  come,  what  justification 
is  there  in  your  mind  for  spending  an  additional  $5  billion  on  the 
family  assistance  program ;  that  is,  for  the  working  poor  ?  Where  do 
you  see  the  justification  for  it  ? 

Governor  Sargent.  Well,  my  feeling  is  that  if  we  don't  do  this  we 
are  e-oing  to  have  this  sickness  that  is  pervading  America — increase 
and  increase ;  we  are  going  to  have  more  and  more  families  at  a  higher 
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rate  going  on  welfare — more  and  more  families  that  have  a  working 
father  and  the  working  father  is  going  to  say : 

This  family  down  the  street  is  doing  almost  as  well  as  I  am  and  they  are  on 
welfare.  The  father  is  not  there  so  why  do  I  continue  to  try  to  have  a  job,  a  rot- 
ten job,  that  doesn't  pay  me  very  well ;  better  that  we  go  on  welfare. 

And  this  is  just  accelerating  all  over  the  place. 

My  feeling  is  if  we  can  make  it  so  that  man  wants  to  work  so  he  can 
keep  a  sufficient  amount,  to  keep  working  rather  than  to  be  able  to 
only  earn  a  very  small  amount  and  then  have  to  make  certain  pay- 
.ments,  then  I  think  we  would  be  better  off  if  he  could  continue  work- 
ing. And  I  think  this  is  the  main  thrust  of  your  proposal,  Mr.  Senator. 

Senator  Ribicoff.  Now,  the  males  able  to  work — from  all  the  figures 
that  I  have  been  able  to  ascertain — number  126,000  able-bodied  males 
who  could  work  and  who  are  now  on  welfare.  Would  that  about  be  the 
proportion  in  Massachusetts,  too  ?  Do  your  figures  indicate  how  many 
able-bodied  males  there  are  on  welfare  in  Massachusetts  ? 

Mr.  Hausman.  I  think  that  the  extent  of  employability  is  to  a  great 
extent  a  function  of  the  State  of  the  economy.  There  are  more  people — 
right  now  we  are  only  placing  about  2  or  3  percent  of  our  registered 
welfare  recipients  in  jobs  but  if  the  unemployment  rate  of  Massachu- 
setts were  to  be  lowered  as  a  consequence  of  rising  demand  in  the  econ- 
omy as  a  whole,  I  think  we  probably  could  place  a  somewhat  larger 
proportion. 

But  I  think  the  situation  in  Massachusetts  is  kind  of  typical  of  what 
is  going  on  in  the  country  and  if  roughly  126,000  nationwide  is  a  por- 
tion of  the  2  or  3  million  AFDC  families  right  now  having  eligible  per- 
sons, we  have  roughly  the  same  situation. 

Senator  Ribicoff.  I  am  just  curious.  When  these  people  came  to  your 
offices  and  registered  for  work  ?  What  were  your  findings  among  these 
people — their  abilities,  their  experience,  age  groups?  Have  you  any 
profile  on  that?  I  think  it  would  be  helpful  for  the  purposes  of  the 
record  to  indicate  what  these  people  look  like,  what  they  were  like. 

Mr.  Hatjsman.  We  do  have  some;  we  have  gone  over  to  a  system 
which  monitors  these  people  more  closely  and  we  do  have  computer 
printouts  in  the  last  week  or  so  on  exactly  the  type  of  people  who  are 
getting  jobs  and  are  not  getting  jobs. 

I  looked  at  one  printout  just  last  Friday  afternoon. 

Of  people  age  55  and  over,  and  overwhelmingly  these  people,  after 
they  were  sent  over  to  the  employment  service  by  the  welf are  depart- 
ment— we  set  up  a  very  rigid  set  of  rules  which  constrained  the  welfare 
department  to  send  over  most  people — and  when  they  got  to  the  em- 
ployment service,  the  employment  service  found  that  most  of  these 
people,  especially  in  the  higher  age  categories,  were  incapable  of  hold- 
ing any  type  of  job  at  this  level  of  demand  or  even  a  higher  level  of 
demand. 

Among  those  who  were  considered  to  be  employable,  very,  ATery 
few  were  able  to  find  jobs;  but  I  think  that  given  our  new  system  of 
monitoring  people,  we  could  turn  out  fairly  good  statistics  to  give 
us  a  profile  on  all  of  the  people  who  are  going  over  to  the  employment 
service. 

Senator  Ribicoff.  I  think  it  would  be  very  helpful  before  we  are 
through  with  these  hearings  to  get  from  you,  since  not  many  States 
have  been  doing  what  you  have  been  doing.  I  think  the  Talmadge  bill. 
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which  was  passed  here  the  end  of  last  session,  requires  that  and  I 
just  think  it  would  be  helpful  to  the  committee  if  you  could  give  us 
your  experience  of  what  happens  with  the  people  who  register  and 
what  they  are  like. 

Governor  Sargent.  Senator,  we  would  be  very  happy  to  do  that. 
I  might  point  out  that  our  State  just  started  this  new  requirement 
about  a  month  or  so  ago.  New  York  State  started,  I  guess,  maybe 
6  months  or  so  ago  and  I  will  be  very  glad  to  get  what  data  we  have 
in  Massachusetts  and  if  it  would  be  appropriate,  I  would  be  very 
glad  to  ask  Governor  Rockefeller  to  do  the  same  thing.* 

Senator  Ribicoff.  What  I  am  curious  about  are  the  people  who  are 
on  your  unemployment  list  who  have  run  out  of  unemployment  compen- 
sation. How  many  of  those  have  turned  to  welfare  ? 

Mr.  Hatjsman.  Basically,  because  of  extended  benefits  on  unemploy- 
ment compensation,  there  have  not  been  large  numbers  but  there  have 
been  some.  I  don't  have  the  numbers  at  my  fingertips ;  we  could  produce 
those,  too,  but  we  have  been  making  an  increased  number  eligible  both 
for  general  assistance  and  AFDC  purposes.  I  don't  have  those  numbers. 

Senator  Ribicoff.  What  do  you  find  the  relative  costs  to  be  to  a 
State  between  what  a  man  receives  in  unemployment  compensation 
and  what  he  receives  as  a  welfare  payment  ? 

Mr.  Hausman.  Well,  basically  the  costs  are  greater.  We  also  make 
the  families  that  go  on  welfare  eligible  for  medicaid  and  that  means  an 
average  of  about  $500  or  $600  per  family,  so  I  think  we  are  put  in  a 
position  where  the  costs  are  greater. 

Senator  Ribicoff.  In  other  words,  the  welfare  costs  are  higher  than 
unemployment  compensation.  Because  this  committee  certainly  also  has 
the  responsibility  of  unemployment  compensation,  we  are  going  to 
have  to  wrestle  with  that,  too,  so  you  do  find  from  your  experience 
that  a  family  receiving  welfare  does  so  at  a  larger  overall  cost  than 
unemployment  compensation  ? 

Mr.  Hausman.  Yes. 

Senator  Ribicoff.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Jordan  ? 

Senator  Jordan.  Thank  you,  Mr.  Chairman. 

Governor,  you  made  a  very  clear  statement  of  your  position  here  in 
most  respects.  There  are  one  or  two  points  I  would  like  clarification  on. 

You  say  the  present  geographical  discrepancies  among  the  States 
encourage  people  to  follow  the  welfare  market  instead  of  the  job 
market  and  I  know  that  is  true.  To  what  extent  has  that  increased 
your  welfare  load  in  the  State  of  Massachusetts?  In  other  words, 
where  does  Massachusetts  stand  relative  to  the  national  average  and 
what  inmigration  have  you  felt  by  reason  of  your  high  level  of  pay- 
ments as  against  the  normal  load  that  you  would  have  if  you  were 
averaging  ? 

Governor  Sargent.  When  we  started  looking  into  this,  Senator,  we 
thought  that  the  percentage  of  visitors  to  our  State  who  become  resi- 
dents of  our  State  was  much  larger  than  it  turned  out  to  be.  I  don't  have 
specific  figures.  We  have  a  certain  percentage  of  our  population  in 
some  of  our  larger  cities  that  come  from  Puerto  Rico,  for  example, 
many  of  whom  end  up  on  welfare  rolls.  We  have  some  from  other  sec- 


*  The  committee  subsequently  received  additional  material  from  Governor  Sargent. 
This  material  appears  beginning  at  p.  1010. 
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tions  of  the  country.  I  will  try  to  get  the  figures  but  they  are  not  as 
dramatic  as  I  originally  thought  they  were  going  to  be.  I  thought  that 
the  migration  from  one  part  of  the  country  to  another  part  of  the 
country  was  more  pronounced  than  it  is. 

But  one  of  the  problems  that  we  have  I  find  is  that  we  may  have  a 
person  in  our  State,  a  family  in  our  State  who  are  collecting  AFDC 
and  we  have  no  way  of  knowing  whether  they  may  have — this  guy 
may  have  a  job  in  Rhode  Island  or  in  one  of  the  nearby  States. 

Senator  Jordan.  We  recognize  that.  I  am  speaking  only  now  of  the 
movement  of  people  following  the  best  welfare  offer.  Many  people 
speak  about  it  but  I  wonder  if  it  is  possible  to  get  hard  figures  to  back 
up  that  movement  ? 

Governor  Sargent.  I  will  attempt  from  our  welfare  department  to 
get  some  accurate  figures  for  your  committee,  Mr.  Chairman.  I  don't 
have  them  at  my  fingertips. 

Senator  Jordan.  Governor,  what  sources  of  revenue  does  the  Federal 
Government  have  that  the  State  of  Massachusetts  does  not  have  ? 

Governor  Sargent.  Well,  of  course,  basically  it  is  the  graduated 
income  tax  that  is  the  principal  source  of  revenue  for  the  Federal  Gov- 
ernment. We  have  a  variety  of  other  taxes  including  local  income  tax 
but  not  a  graduated. 

Senator  Jordan.  You  don't  have  a  State  income  tax  ? 

Governor  Sargent.  We  have  a  State  income  tax  but  it  is  not  a  gradu- 
ated income  tax. 

Senator  Jordan.  Are  you  prohibited  by  your  constitution  from 
making  it  progressive  ? 

Governor  Sargent.  Yes,  we  are. 

Senator  Jordan.  What  is  the  thinking  behind  that  ? 

Governor  Sargent.  It  has  been  this  way  ever  since  the  Founding 
Fathers  established  the  State.  At  the  present  time  there  is  a  strong 
movement  toward  having  a  graduated  income  tax.  I  expect  that  it 
will  occur  but  it  will  take  successive  sessions  of  the  legislature  to  do 
this,  plus  a  vote  of  the  people,  and  in  the  past  there  has  been  a  very 
pronounced  resentment  across  the  State  against  doing  this.  I  think 
our  tax  program  is  or  State  is  more — I  certainly  hear  about  it  every 
day — burdensome  than  in  some  other  States  because  we  do  have  an 
income  tax  plus  a  sales  tax,  plus  a  variety  of  other  things. 

Senator  Jordan.  You  have  all  the  regressive  taxes  without  the  pro- 
gressivity  of  a  graduated  income  tax  ? 

Governor  Sargent.  Eight. 

Senator  Jordan.  Wouldn't  you  think  it  would  be  helpful  to  rec- 
ommend to  the  legislature  an  amendment  to  the  constitution  to  permit 
a  progressive  income  tax  ? 

Governor  Sargent.  There  are  steps  in  that  direction  at  the  present 
time  but  again  that  is  going  to  take  a  number  of  years  and  I  think 
the  number  of  States  which  have  such  a  tax  could  be  counted  on  the 
fingers  of  one  or  two  hands. 

Senator  Jordan.  I  know  a  number  of  them  do.  Your  State  is  like  all 
other  States,  I  presume ;  it  is  not  allowed  by  its  constitution  to  operate 
deficit  financing  ? 

Governor  Sargent.  That  is  correct ;  no,  we  are  not. 

Senator  Jordan.  That,  then,  grets  to  be  about  the  onlv  difference 
between  the  tax  resources  of  the  States  and  the  Federal  Government. 
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The  major  difference  between  the  fiscal  policy  of  the  States  and  the 
Federal  Government  is,  and  you  say  very  candidly  here,  the  States 
unlike  the  Federal  Government  cannot  deficit  finance,  cannot  borrow 
on  the  future  to  pull  them  through  difficult  economic  periods.  So 
you  are  recommending  here  to  us  this  morning  that  because  of  that 
situation  in  the  States,  that  prohibition  against  deficit  financing, 
that  the  Federal  Government  should  deficit  finance  in  order  to  assume 
the  full  responsibility  for  the  welfare  load  ? 

Governor  Sargent.  Well,  I  maintain  that,  yes,  the  Federal  Gov- 
ernment does  have  the  flexibility,  does  have  the  tax  program  that  grows 
as  the  economy  grows;  but  I  think,  personally,  that  this  is  more — 
the  advantages  of  this  program  are  more  important  than  merely  the 
question  of  financing. 

Even  if  we  could  finance  an  ever-increasing  program  in  our  State, 
even  if  we  did  adopt  a  graduated  income  tax,  to  do  it  on  a  piece-by- 
pieoe  basis  across  this  country  where  we  have  a  migrating  population, 
where  we  no  longer  have  a  situation  where  a  person  who  is  on  welfare 
is  able  to  go  to  his  own  welfare  office  and  he  knows  the  people  in  the 
welfare  office,  the  people  in  the  welfare  office  know  him,  and  it  is  on 
a  very  small  basis.  Today  we  have  this  huge  Nation  with  people  mov- 
ing all  over  the  place  and  no  longer  can  you  do  it  on  a  1-to-l  basis 
as  you  used  to  do  in  the  old  days. 

Senator  Jordan.  If  the  Federal  Government  took  over  totally  the 
welfare  load  of  the  Nation,  would  the  States  then  insist  on  general 
revenue  sharing? 

Governor  Sargent.  As  you  perhaps  know,  the  National  Governors 
Conference  has  endorsed  both  programs — the  full  funding  of  welfare 
and  a  revenue-sharing  program. 

May  I  point  out  one  thing?  We  are  not  just  trying  to  get  off  the 
hook;  we  are  not  just  trying  to  get  away  from  the  responsibility  that 
we  face  but  I  maintain  that  within  the  next  couple  of  years  every 
single  State  is  going  to  be  having  to  pick  up  the  full  education  or  very 
nearly  the  full  education  load.  If  we  do  this,  I  don't  see  how  any  other 
State,  my  State  or  any  other,  can  carry  the  full  load  of  welfare  and  the 
full  load  of  education. 

Senator  Jordan.  Would  you  recommend  that  the  general  revenue 
sharing  also  be  financed  out  of  Federal  deficits  ? 

Governor  Sargent.  Out  of  the  Federal  system ;  yes. 

Senator  Jordan.  By  deficit  ? 

Governor  Sargent.  Either  deficit  or  some  other  tax  program. 

Senator  Jordan.  In  your  statement,  Governor,  you  say,  "We  propose 
greater  work  incentives,  a  benefit  reduction  rate  of  60  percent  and  tax 
forgiveness." 

What  do  you  mean  by  "tax  forgiveness?"  Would  that  recipient  not 
be  required  to  pay  social  security  taxes  ? 

Governor  Sargent.  Up  to  a  certain  level,  that  is  correct;  that  is 
what  we  propose. 

Senator  Jordan.  Wouldn't  pay  any  income  taxes  ? 

Governor  Sargent  They  would  

Senator  J ordan.  State  income  taxes  ? 

Governor  Sargent.  They  would  have  the  advantage  of  forgiveness 
on  certain  of  their  taxes  so  that  they  would  be  more  encouraged  to 
continue  that  job. 
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Senator  Jordan.  Under  that  formula  with  a  $720  disregard  and 
a  60-percent  rate,  a  family  of  four  would  go  to  $5,720  income  and  tax 
forgiveness ;  is  that  what  you  are  talking  about  in  your  figures  ? 

Governor  Sargent.  I  don't  know  that  that  is  the  precise  figure. 

Senator  Jordan.  Well,  it  is  60  percent  of  $5,000  plus  720. 

Governor  Sargent.  Yes. 

Senator  Jordan.  So  a  family  of  four  could  be  on  welfare  up  to  earn- 
ings of  $5,720  without  paying  any  taxes  ? 
Governor  Sargent.  Partially. 

Mr.  Hausman.  It  is  true  that  they  would  be  eligible  for  benefits 
up  to  and  slightly  above  $5,720. 
Senator  Jordan.  Yes. 

Mr.  Hausman.  But  we  have  to  understand  when  they  get  to  $5,700 
or  $5,600  they  would  be  receiving  at  $5,600  maybe  $30  or  $40  in  bene- 
fits, slightly  more  than  that,  so  to  say  they  would  be  still  on  welfare, 
I  think,  is  just  giving  part  of  the  picture.  They  would  be  getting  small 
supplementary  payments  at  earnings  levels  like  $5,600  of  $5,700. 

Senator  Jordan.  Yes ;  but  now  here  is  a  man  living  next  door  with 
a  family  of  four  with  an  income  of  $5,720,  not  on  welfare.  He  is  going 
to  pay  $286  in  social  security ;  he  is  going  to  pay  5  percent ;  isn't  he  ? 

Mr.  Hausman.  No;  Mr.  Moscovitch  can  give  you  the  details  on  it, 
all  of  it.  No,  we  are  going  to  have  a  perfectly  equitable  system  so  that 
people  at  exactly  the  same  income  levels  get  exactly  the  same  amount 
of  welfare  benefits  and  get  exactly  the  same  amount  of  social  security 
and  income  tax  forgiveness.  At  slightly  higher  levels,  they  will  get 
slightly  less  benefits  but  there  won't  be  a  situation  as  we  have  today 
where  there  will  be  great  disparities  in  benefits  for  only  small  dif- 
ferences in  earnings. 

Senator  Jordan.  Well,  if  you  don't  have  a  notch  at  that  level, 
wherever  you  phase  out  

Mr.  Hausman.  Right. 

Senator  Jordan  (continuing).  If  you  don't  have  a  notch  there  you 
have  got  to  extend  it  way  beyond  $5,720  to  phase  it  into  the  regular 
tax  system? 

Mr.  Hausman.  That  is  correct,  and  we  are  doing  that. 

Senator  Jordan.  How  much  beyond  $5,720  do  you  have  to  phase  it 
in  with  the  regular  tax  system  with  a  family  of  four  dependents  ? 

Mr.  Moscovitch.  When  your  committee  raised  the  minimum  stand- 
ard exemption  of  deductions  to  $4,300,  it  greatly — to  $1,300  and  the 
exemption  $750,  you  greatly  reduced  the  amount  of  tax  that  a  family 
at  the  $5,720  level  would  pay. 

Senator  Jordan.  But  they  still  start  paying  taxes  ? 

Mr.  Moscovitch.  At  $4,300. 

Senator  Jordan.  $3,700  ? 

Mr.  Moscovitch.  $4,300  with  the  amendments  you  just  passed. 
Senator  Jordan.  Yes. 

Mr.  Moscovitch.  So  I  think  it  is  only  about  $600  or  $700  above 
the  $5,720  where  the  family  is  completely,  you  know,  is  unchained 
from  the  present  system. 

Senator  Jordan.  I  won't  take  more  time  but  will  you  supply  for 
the  record  that  point  above  $5,720  where  your  family  on  welfare  would 
phase  into  the  regular  tax  system  ? 

Mr.  Moscovitch.  Excuse  me.  At  any  level  above  that  they  would 
begin  paying  taxes. 
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Senator  Jordan.  Of  course,  but  the  man  who  makes  $5,720  who  is  not 
on  welfare  is  paying  substantial  taxes  so  you  have  got  a  notch  there. 

Mr.  Moscovitch.  Well,  he  would  be  eligible  to  apply  for  a  modest 
income  tax  forgiveness.  At  any  income  level,  everyone  at  that  level 
would  be  treated  the  same  and  anyone  at  the  level  just  above  $5,720 
would  be  allowed  to  apply  for  a  modest  forgiveness. 

Senator  Jordan.  Then  you  should  

Mr.  Moscovitch.  Phasing  it  in  at  a  level  of  about  $600  above  where 
there  would  be  no  change. 

Senator  Jordan.  Then  you  should  change  your  statement  from  60 
percent  and  tax  forgiveness.  That  implies  tax  forgiveness. 

Mr.  Hausman.  Well,  the  thing  is,  in  that  statement  we  can't  lay 
out  all  the  details.  The  exact  point  at  which  there  would  be  no  tax 
forgiveness  would  be  somewhere  in  the  range  of  $6,200  to  $6,300  for 
a  family  of  four. 

Senator  Jordan.  $6,200  or  $6,300? 

Mr.  Hausman.  That  is  correct ;  those  families,  for  example,  at  $6,200 
might  be  getting  something  like  $10  or  $15  of  tax  relief  per  year  and 
in  the  cost  estimates  which  the  Government  has  presented,  our  pro- 
gram costing  $6.5  billion  more  than  the  administration's  program, 
all  of  these  tax  forgivenesses  have  been  taken  into  account;  so  in 
the  Governor's  statement  we  have  not  given  the  exact  break-even  line, 
but  we  have  given — we  have  included  that  in  the  cost  estimates  which 
we  presented. 

Senator  Jordan.  Will  you  provide  it,  when  you  calculate  it,  will 
you  provide  it  accurately  for  the  committee  ? 

Mr.  Hausman.  Yes;  if  you  want  the  exact  cost  breakdown  of  the 
$6.5  billion,  how  much  is  for  income  tax  forgiveness,  we  can  give  you 
that. 

Senator  Jordan.  Right,  the  exact  point. 

Mr.  Hausman.  Where  the  phasing  out  occurs  ? 

Senator  Jordan.  Where  equity  is  established,  between  the  man  who 
gets  no  welfare  and  the  person  who  is  totally  on  welfare. 
Mr.  Hausman.  Right. 

I  think  that  our  program  effectiveness  reduces  notches  and  compared 
to  the  current  system  is  a  vast  improvement. 

Senator  Jordan.  You  do  have  to  have  a  phaseout  

Mr.  Hausman.  Yes,  and  we  do. 

Senator  Jordan.  Substantially  above  $5,720  for  a  family  of  four. 

Mr.  Hausman.  A  few  hundred  above ;  that  is  correct. 

Governor  Sargent.  Senator,  we  would  be  very  glad  to  provide  that 
additional  information.  The  way  I  see  it,  there  finally  has  to  be  a 
breakoff  point.  I  think  this  is  essential. 

Senator  Jordan.  That  is  right. 

Governor  Sargent.  What  you  want  to  know  is  the  breakoff  point  ? 
Senator  Jordan.  That  is  right.  Thank  you. 
(The  following  was  received  for  the  record:) 

The  Ribicoff-Sargent  proposals  provide  an  income  tax  forgiveness  for  those 
receiving  federal  income-maintenance  grants.  For  purposes  of  calculating  his 
grant,  a  recipient  may  exclude  from  income  40%  of  any  wages  earned  plus 
100%  of  any  Federal  income  tax  payments.  The  top  section  of  the  accompanying 
table  illustrates  the  effect  of  this  provision  by  comparing  Ribicoff-Sargent  pay- 
ments with  and  without  the  tax  forgiveness  feature. 

As  the  table  demonstrates,  the  tax  forgiveness  feature  increases  the  break- 
even level  to  $6,171.  At  income  levels  below  $5,720,  the  feature  increases  a 


969 


family's  grant  by  the  full  amount  of  any  tax  paid.  Above  this  amount,  the  effect 
of  the  grant  is  to  require  a  net  tax  payment  equal  to  60%  of  the  difference  be- 
tween family  income  and  $5,720.  Thus,  at  $5,820,  a  family  receives  a  grant  of 
$158  and  pays  taxes  of  $218 — a  net  tax  payment  of  $60.  (With  an  income  of 
$5,820  and  the  $720  exclusion,  the  family's  income  for  purposes  of  the  bill  is 
60%  of  $5,100— $3,060— less  the  $218  in  taxes.  This  leaves  income  of  $2,842, 
which  is  $158  below  the  $3,000  basic  income  floor.  Thus,  the  family's  payment  is 
$158). 

The  Ribicoff-Sargent  proposals  also  include  a  provision  to  consider  wages  net 
of  social  security  contributions  in  calculating  income  maintenance  benefits. 
Payments  under  such  a  provision — with  and  without  the  income  tax  forgiveness 
outlined  above — are  illustrated  in  the  second  half  of  the  accompanying  table. 
The  break-even  level  with  both  provisions  in  effect  is  $6,657. 

The  purpose  of  these  two  proposals  is  to  strengthen  the  work  incentives  under 
the  program.  This  can  be  seen  by  comparing  earnings  and  payments  of  a  family 
at  $4,000  with  those  for  a  family  at  $5,000.  This  increase  in  earnings  results  in  an 
increase  in  federal  income  taxes  of  $98  and  an  increase  in  social  security  con- 
tributions of  $54.  With  neither  tax  forgiveness  in  effect,  the  family's  grant  falls 
by  $600.  In  all,  the  $1,000  in  earnings  is  offset  by  $752  in  benefit  reduction  or 
increased  taxes,  leaving  the  family  with  only  $248  in  increased  purchasing 
power.  With  both  tax  forgiveness  features,  however,  the  family  is  left  with  $378 
out  of  the  $1,000  in  increased  earnings.  This  is  a  substantial  difference  which 
cannot  be  ignored  in  a  program  designed  to  promote  work  incentives. 

These  calculations  all  assume  a  family  of  four  filing  a  joint  return  and  applying 
for  the  $1,300  minimum  standard  deduction;  the  5.4%  Social  Security  tax 
rate  for  1973  is  taken  from  the  House  report  on  H.R.  1. 

RIBICOFF-SARGENT  PAYMENT  AND  BREAKEVEN  LEVELS  WITH  SOCIAL  SECURITY  AND  FEDERAL  INCOME  TAX 
FORGIVENESS  (NO  SOCIAL  SECURITY  FORGIVENESS) 


Ribicoff-Sargent  grant 

Federal     Without  tax  With  tax 

income  tax     forgiveness  forgiveness 


Earnings: 

$4,000   0           $1,032  $1,032 

$4,500       $28  732  760 

$5,000     98  432  530 

$5,500     170  132  302 

$5,720....    203  0  203 

$5,820        218  0  158 

$6,000     245  0  77 

$6,171    271  0  0 


60-PERCENT  SOCIAL  SECURITY  FORGIVENESS 


Earnings  net 
of  social 
security  con- 
tributions 


Federal 
income  tax 


Ribicoff-Sargent  grant 


Without  tax 
forgiveness 


With  tax 
forgiveness 


Earnings: 
$4,000. 
$4,500. 
$5,000. 
$5,500. 
$6,000. 
$6,047. 
$6,500. 
$6,657. 


$3, 784 

0 

$1, 162 

$1, 162 

4,257 

$28 
98 

878 

906 

4,730 

594 

692 

5,  203 

170 

310 

480 

5, 676 

245 

26 

271 

5, 720 

252 

0 

252 

6, 149 

322 

0 

65 

6,298 

347 

0 

0 

The  Chairman.  Senator  Byrd  ? 

Senator  Byrd.  I  yield  my  time,  Mr.  Chairman. 

The  Chairman.  Senator  Fannin  ? 

Senator  Fannin.  Thank  you,  Mr.  Chairman. 

On  page  1  of  your  statement,  you  talk  about  struggling  with  the 
welfare  system  and  the  success  that  you  have  had  and  I  think  it  is 
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commendable  that  you  have  moved  early  in  your  administration — I 
understand — and  that  you  have  initiated  eligibility  investigations  that 
resulted  in  the  removal  of  20,000  cases  from  assistance  roles.  I  think 
that  type  of  endeavor  has  paid  off  and  I  am  just  wondering,  some 
of  the  States  are  trying  to  improve  their  programs  such  as  you  have 
done  but  HEW  regulations  prohibit  many  procedures  that  are 
attempted. 

I  know  in  my  State  of  Arizona  we  have  an  Arizona  regulation 
cutting  off  welfare  payments  to  anyone  out  of  the  State  more  than 
90  days  and  still  this  was  ruled  not  in  compliance  by  HEW. 

Do  you  have  any  similar  requirement  of  cutoff  ? 

Governor  Sargent.  We  are  attempting  in  our  State  to  cut  back  on 
eligibility  and  to  do  a  number  of  things  but  I  wouldn't  by  any  stretch 
of  the  imagination  say  we  have  a  foolproof  system  because  we  don't. 
We  are  constantly  having  wrestling  matches  with  HEW  about  funds 
and  funding  and  estimates  and  so  on  and  so  forth;  and  you  just- 
again  say  that  this  is  another  argument,  I  think,  for  having  a  national 
system;  that  is  the  same  in  Arizona  as  it  is  in  Massachusetts.  Yes, 
we  do  have  that  type  of  problem. 

Senator  Fannin.  Governor,  I  would  agree  if  that  is  a  good  system, 
but  I  think  if  we  judge  the  expenses  of  many  of  the  States,  and  perhaps 
your  State  is  included — I  am  not  totally  familiar — they  are  doing 
much  better  than  we  are  doing  at  the  Federal  level  and  that  is  why 
I  have  this  great  concern. 

Expenditures  are  growing  faster,  you  say,  than  the  income  grows  ? 
That  certainly  is  true  at  the  Federal  level ;  the  expenditure  is  growing 
far  faster,  otherwise  we  would  not  have  tremendous  deficits.  This  is 
true  in  the  field  of  welfare  as  well  as  in  many  other  fields. 

But  you  spoke  of  the  people  who  are  going  in  and  out  of  your 
State.  Do  you  have  any  idea  of  the  percentage  of  your  welfare 
recipients  that  are  transient  ? 

Governor  Sargent.  Xo.  This  was  a  question  asked  by  another  mem- 
ber of  the  committee  and  we  are  going  to  get  that  information  and 
forward  it  to  you. 

Senator  Fannin.  I  see.  Fine. 

One  item,  I  think,  of  consideration  is  whether  moving  away  from 
the  State  level,  the  local  level,  we  can  administer  a  program  to  a 
greater  advantage,  especially  when  you  make  a  statement  about  the 
people  knowing  the  individuals  involved.  I  don't  know  what  your 
percentage  will  be  as  to  who  are  transients  but  I  imagine  it  is  quite 
small  in  the  overall  and  I  feel  personally  that  we  can  do  a  very  much 
better  service  to  the  recipients  if  we  do  keep  the  administration  at  the 
local  level.  I  say  that  from  experience  as  a  Governor  and  also  from 
what  I  have  observed.  Of  course,  you  have  observed  it  from  the  stand- 
point of  the  Governor  and  I  wish  you  would  have  had  the  experience 
we  have  had  here  at  the  Federal  level  to  judge  it  by.  HEW  now 
requires  establishing  an  advisory  committee  for  State  welfare  depart- 
ments. Do  you  have  that  in  your  State — an  advisory  committee? 

Governor  Sargent.  Yes,  we  do. 

Senator  Fannin.  Well,  some  argue  that  people  involved  should  have 
more  to  say  as  to  how  the  welfare  programs  are  administered.  Well,  I 
have  not  aoreed  with  that  program  and  especially  when  in  some  States 
they  have  been  able  to  place  some  pressure  to  the  extent  that  they  have 
been  able  to  adhere  to  certain  programs  that  I  don't  think  are  bene- 
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ficial  in  the  overall.  They  have  brought  this  pressure  because  of  the 
welfare  rights  organizations  and  groups  that  insist  that  they  should 
administer  the  program. 

Now,  what  will  happen  if  it  comes  to  the  Federal  level?  Do  you 
think  they  will  have  more  control  or  less  control  ? 

Governor  Sargent.  My  feeling  is  that  if  it  can  be  modeled  in  a  sense 
after  the  social  security  system,  that,  I  think,  has  a  fine  reputation  in 
this  country,  where  everyone  is  treated  with  dignity.  We  would  be 
much  better  off  and  I  think  perhaps  I  can  best  answer  it  by  saying 
this :  Back  a  generation  ago,  when  all  of  the  welfare  was  handled  at  the 
local  level  and  it  was  in  our  State  up  until  a  couple  of  years  ago,  it  was 
a  relatively  simple  matter  because  the  guy  in  townhall  would  know 
the  recipient  and  would  know  that  he  had  had  a  job  but  had  lost  the 
job  and  he  knew  all  about  him. 

But  today,  where  we  have  again  this  moving  population,  where  we 
have  huge  cities,  we  made  the  decision  in  Massachusetts  back  a  few 
years  ago,  before  I  was  Governor,  that  the  State  should  take  over  all 
of  the  city  and  town  welfare  offices;  and  we  jumped  into  the  program 
before  it  was  well  planned  and  it  has  been  chaos  ever  since.  We  have 
been  trying  to  sort  it  out,  straighten  it  out  and  improve  it. 

Now,  people  can  say,  "Well,  all  right,  if  the  Federal  Government 
takes  it  all  over  you  are  even  going  to  compound  further  that  diffi- 
culty." But  the  trouble  is  there  is  no  way  that  I  can  see  of  turning  his- 
tory back  because  we  have  these  huge  masses  of  population  in  our  cities 
and  in  our  growing  suburbs  that  you  can't  do  it  on  a  1-to-l  basis; 
therefore,  I  think  if  you  can  have  a  system  similar  to  social  security 
where  there  is  a  record  kept  of  a  man's  job  and  what  he  earns  and  so 
on,  on  a  national  level,  it  would  in  itself,  I  think,  improve  the  whole 
situation. 

Senator  Fannin.  Well,  Governor,  I  hope  you  are  right.  I  have  the 
opposite  viewpoint  because  I  feel  that  the  Federal  Government  has 
created  many  of  your  problems  at  both  the  local  and  State  level,  espe- 
cially at  the  State  level.  I  have  observed  that  over  the  years.  I  trust 
if  we  do  go  to  a  Federal  system  it  will  not  work  out  as  anticipated 
because  if  we  look  at  the  past  history,  I  think  it  would  be  chaotic. 

You  speak  of  what  can  happen.  I  would  just  look  at  some  of  the 
programs  where  we  have  been  able  to  work  with  the  State,  the  unem- 
ployment compensation  and  different  programs  that  work  out  quite 
well  where  they  are  State  administered.  I  just  can't  imagine  that  we 
can  have  a  better  system  than  a  Federal- State  system  in  handling  these 
problems. 

Now,  you  seem  to  think  differently,  but  I  think  much  of  it  is  because 
of  the  tremendous  pressure  that  you  have  upon  you  in  furnishing  the 
funds  for  your  State  system  and  the  problems  that  accumulate;  and 
I  certainly  understand  they  do.  But  I  hope  you  will  look  at  it  from 
the  standpoint  that  the  Federal  Government  is  perhaps  not  in  as  good 
a  position  as  the  States  in  many  instances.  In  fact,  we  go-  in  debt  to 
finance  these  programs  whereas  the  State  at  least  has  been  able  to — by 
compulsion  have  no  deficit  financing  and  I  am  afraid  if  Ave  adopt  the 
same  philosophy  that  we  have  in  past  programs  that  this  could  be 
catastrophic.  I  hope  that  I  am  wrong,  but  I  just  feel  very  keenly  about 
holding  the  administration  of  these  programs  at  the  State  level. 
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Governor  Sargent.  I  can't — well,  I  can't  quite  agree  with  you,  Sena- 
tor. My  feeling  is  that  it  isn't  just  "a  dollar  and  cents"  problem  for  the 
State.  Sure  it  is  a  dollars  and  cents  problem ;  we  are  having  a  desperate 
time  trying  to — half  of  my  budget  now,  close  to  half  of  my  budget  is 
for  welfare  and  that  is  serious.  But  if  we  are  going  to  also  have  the 
full  educational  burden,  that  is  serious. 

But  I  think  personally  where  we  again  have  this  burgeoning  popu- 
lation of  America,  burgeoning  population  in  the  cities  and  towns  and 
the  suburbs,  and  we  have  persons  who  work  in  one  State  and  live  in 
another  State  and  so  on,  I  don't  see  how  we  can  do  it  other  than 
nationally,  personally. 

That  is  my  view. 

Senator  Fannin.  Yes.  Well,  Governor,  I  hope  you  will  look  at  it 
from  the  standpoint  of  what  is  happening  to  the  dollar  and  what  we 
are  doing  to  our  Nation's  economic  position,  and  our  position  in  the 
world  trade,  our  competitive  position  throughout  the  world.  When  we 
add  all  these  expenditures  together  it  creates  quite  a  serious  problem 
for  us  to  carry  that  and  also  be  competitive  with  the  other  nations  of 
the  world.  When  we  can't  provide  jobs  for  our  people,  and  is  cer- 
tainly something  that  is  coming  about  because  of  our  tremendous  over- 
head that  we  have,  that  to  add  on  to  our  already  higher  wages  and 
other  costs  of  government  that  add  to  the  competitive  position,  it  cre- 
ates, really,  a  serious  problem  for  us.  I  think  this  enters  into  our  over- 
all problem  on  welfare,  how  are  we  going  to  provide  jobs  for  these 
people. 

You  have  companies  that  are  moving  out  of  Massachusetts,  going 
across  the  water,  because  they  cannot  compete  by  manufacturing  in 
this  country.  This  is  just  as  serious  as  the  welfare  problems  we  are 
talking  about  because  it  all  works  together. 

Don't  you  think  this  is  part  of  the  consideration  ? 

Governor  Sargent.  Well,  of  course,  it  is  part  of  it.  Of  course  it  is  a 
very  serious  situation  that  this  country  is  facing  today  with  its  econ- 
omy and  the  rest  of  the  world. 

Senator  Fannin.  Well,  thank  you. 

Governor  Sargent.  Thank  you. 

Senator  Fannin.  I  sympathize  in  your  activity  in  this  regard. 

Governor  Sargent.  Thank  you. 

The  Chairman.  Senator  Hansen  ? 

Senator  Hansen.  Thank  you,  Mr.  Chairman. 

Governor,  I  want  to  thank  you  very  much  for  your  testimony.  I 
think  that  of  the  many  persons  who  will  be  appearing  before  this 
committee,  the  opinions  of  none  are  more  important  than  those  of  you 
who  represent  State  government. 

I  might  note  parenthetically  there  are  six  members  of  this  committee 
who  have  served  in  the  capacity  you  now  occupy  and  we  share  your 
anxiety  over  what  to  do. 

You  testified  that  between  2  and  3  percent  of  those  welfare  recipients 
who  were  required  to  go  to  an  employment  office  to  pick  up  their  checks 
were  placed  in  jobs.  I  think  you  said  2  percent  in  Massachusetts  and 
3  percent  in  New  York. 

I  think  you  pointed  out  also  that  many  people  on  welfare,  in  your 
opinion,  were  not  employable. 

Did  I  understand  you  correctly  to  have  said  that  ? 
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Governor  Sargent.  Oh,  yes.  That  vast  majority  of  the  persons,  par- 
ticularly on  AFDC,  for  example,  either  they  are  children  or  they  are  ill 
or  infirm  in  one  fashion  or  another;  they  are  mothers  with  children 
and  they  have  no  way  of  working.  But  the  ones  that  were  employable 
we  were  only  able  to  provide  jobs  for  2  percent. 

Senator  Hansen.  I  understand  you  further  to  recommend  or  to  be 
in  favor  of  a  standardization  and  federalization  of  welfare,  and  I 
think,  with  specific  reference  to  your  colloquy  with  Senator  Fannin, 
you  said  that  it  was  your  opinion  that  the  welfare  payments  ought  to 
be  the  same  in  Arizona  as  they  are  in  Massachusetts ;  is  this  right  ? 

Governor  Sargent.  That  is  my  view ;  yes,  sir,  Senator. 

Senator  Hansen.  Then  assuming  that  most  people  on  welfare  are 
not  employable,  that  requiring  them  to  go  to  an  employment  office  to 
pick  up  their  checks  has  not  been  very  successful  in  your  words,  and 
assuming  the  standardization,  federalization  of  welfare,  if  you  were  a 
welfare  recipient  and  had  little  hope  of  escaping  the  chains  of  welfare, 
as  some  people  characterize  them,  would  it  be  your  intention  to  con- 
tinue living  in  Massachusetts  or  in  a  northern  State  where  living  costs 
are  higher,  where  heating  costs  are  greater  and  where  generally  it  may 
not  be  as  pleasant  living  as  it  would  be  in  Arizona  or  California, 
Florida? 

Governor  Sargent.  Well,  without  intending  to  get  into  any  com- 
parison of  which  is  the  best  part  of  the  country  to  live  in,  I  might  be 
prej  udiced  

Senator  Hansen.  Let's  compare  Wyoming  then  instead  of  Massa- 
chusetts with  Arizona  and  put  the  burden  on  my  back.  Where  would 
you  live? 

Governor  Sargent.  Well,  I  would  live  in  Massachusetts. 
[Laughter.] 

Senator  Hansen.  I  mean  if  you  were  given  a  choice,  Governor.  I 
appreciate  

Governor  Sargent.  I  love  to  vacation  in  your  State  and  I  have,  and 
I  enjoyed  camping  in  your  State,  but  I  prefer  to  live  in  Massachusetts 
but  that  is,  I  suppose,  what  America  is  all  about;  we  want  to  live 
where  we  want  to  live. 

I  would  like  to  emphasize  that  the  main  thrust  of  our  proposal, 
Senator  Bibicoff's  proposal,  is  directed  toward  the  working  poor 
rather  than  merely  the  welfare  families,  keeping  the  persons  who  are 
working  and  getting  more  persons  working. 

Senator  Hansen.  If  I  could,  I  appreciate  your  observations  on  that 
point  and  I  am  not  addressing  my  question  to  that  specific  part  of 
your  testimony,  but  rather  to  those  on  welfare  who  by  definition  are 
largely  unemployable,  who  have  little  expectation  in  the  foreseeable 
future  to  find  a  job.  If  they  are  just  trying  to  stretch  their  welfare  dol- 
lar as  widely  as  possible  in  order  to  Jive  as  well  as  they  possibly  can, 
and  assuming  that  it  may  be  less  costly,  say,  to  live  in  Arizona  the 
year  round  than  it  would  to  live  in  Alaska  or  Wyoming  or  Montana  or 
Minnesota,  would  not  your  proposal  to  federalize  and  standardize 
welfare  result  in  establishing  an  incentive  that  would  move  people 
southward  where  it  is  cheaper  to  live,  where  it  is  an  easier  life  ? 

Governor  Sargent.  I  presume  that  could  occur  and  I  presume  

Senator  Hansen.  Don't  you  think  it  would  occur  ? 
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Governor  Sargent.  I  presume  that  it  could  occur  and  I  presume 
also  that  it  would  be  possible  to  take  into  consideration  some  formula 
relating  to  the  cost  of  living  in  Arizona  versus  New  England. 

Senator  Hansen.  But  I  thought  you  wanted  to  standardize  it?  I 
thought  you  wanted  to  make  it  the  same  in  Massachusetts  as  in 
Arizona  ? 

Governor  Sargent.  Yes,  but  I  think  you  can  still  have  an  adjustable 
level  in  relation  to  the  cost  of  living  within  that  standard  national 
program. 

Senator  Hansen.  Well  then,  what  you  propose  actually  is  to  stand- 
ardize it  if  the  conditions  are  not  equal;  is  that  right? 
Governor  Sargent.  I  think  that  would  be  possible  to  do. 
Senator  Hansen.  All  right. 

You  spoke  about — I  think  you  recommended  that  you  favored  a 
£3,000  national  assistance  level  for  a  familly  of  four  to  rise  in  3  years 
to  the  poverty  level? 

Governor  Sargent.  Yes. 

Senator  Hansen.  Do  you  expect  the  poverty  level  in  the  United 
States,  given  the  imbalance  in  budgeting,  given  the  inflationary  forces 
that  we  know  are  extant  today,  to  remain  static? 

Governor  Sargent.  I  suppose  it  won't.  I  would  hope  that  it  would  go 
down  but  it  certainly  womt  go  down  while  the  economy — while  we 
have  inflation  still  continuing  to  climb. 

Senator  Hansen.  On  what  basis  do  you  think  that  it  would  go  down 
or  do  you  hope  it  might  go  down  ? 

Governor  Sargent.  I  don't  think  it  will. 

Senator  Hansen.  I  misunderstood  you. 

Governor  Sargent.  I  don't  think  it  will  but  I  would  hope  it  would. 

Senator  Hansen.  Yes.  Well,  I  would  hope  so,  too,  but  I  guess  the 
world  is  built  on  hopes.  I  don't  think  there  has  been  fruition  com- 
mensurate with  hope,  though. 

You  recommended  a  tighter  administrative  program,  pointing  out 
that  presently  a  person  may  be  registered  on  the  rolls  in  one  State 
and  conceivably  could  go  into  another  State  and  become  unemployed 
and  continue  to  draw  welfare  payments  in  the  second  State,  and  it 
would  be  possible  to  even  get  on  two  welfare  rolls. 

Do  you  think  this  is  possible? 

Governor  Sargent.  I  think  this  is  possible  and  very,  very  difficult 
for  any  State  to  determine  that  at  the  present  time.  It  is  difficult  to 
determine  whether  a  person  in  my  State  may  be  collecting  in  another 
State  or  may  be  working  in  another  State. 

Senator  Hansen.  Yes. 

Then  how  would  you  identify  the,  say,  2  million  "John  Smiths" 
whom  we  have  in  the  United  States  that  technically  could  be  on 
welfare? 

Governor  Sargent.  We  were  able  to  do  it  for  social  security ;  I  be- 
lieve we  could  do  it  for  this  system. 

Senator  Hansen.  Would  you  recommend,  then,  welfare  recipients 
be  assigned  a  social  security  number  ? 

Governor  Sargent.  I  think  that  type  of  arrangement  would  make 
sense. 

Senator  Hansen.  I  think  so,  too.  I  have  no  further  questions,  Mr. 
Chairman. 
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Thank  you  very  much,  Governor. 
Governor  Sargent.  Thank  you  very  much. 
The  Chairman.  Senator  Nelson  ? 

Senator  Nelson.  Just  to  pursue  that  question  initiated  by  Senator 
Hansen,  the  bill  provides  for  $2,400  for  a  family  of  four,  all  across  the 
country.  That  means,  of  course,  that  some  States  paying  less  than 
$2,400  would  be  relieved  100  percent  of  their  payment  costs  whereas 
some  28  or  so  States  that  pay  more  than  that  will,  in  effect,  have  to  con- 
tinue to  pay  benefits  at  least  at  the  level  they  are  at  now.  So  that  raises 
a  question  of  equity  among  the  States. 

The  argument  is  made  that  this  is  a  minimum  benefit  and  it  ought  to 
be  standardized  nationwide. 

Do  you  think  those  States  that  are  already  paying  something  less 
than  $2,400  ought  to  be  reqiured  to  meet  some  standard  of  mainte- 
nance of  effort  and  not  be  relieved  100  percent  ?  Do  you  have  a  view  on 
that  or  does  the  Governors5  conference  have  a  view  on  that  ? 

Governor  Sargent.  Senator  Nelson,  I  think  I  can  answer  it  in  this 
fashion :  What  we  are  proposing  here  would  relieve  those  States  that — 
give  fiscal  relief  to  those  States  that  are  already  paying  a  substantial 
amount.  For  instance,  in  my  State  over  $3,000  now  we  are  paying  a 
payment  to  a  family  of  four.  To  those  States  not  paying:  $3,000,  that 
are  not  paying  or  whatever  it  is,  the  $2,400,  there  would  be  relief  to 
the  families  in  those  instances  and  those  funds  the  families  would  re- 
ceive, those  additional  funds  would  therefore  go  into  their  economy, 
in  their  State,  and  I  think  that  they  should  be  called  upon  to  provide 
some  sort  of  assistance.  But  I  am  maintaining  that  you  get  the  fiscal 
relief  of  the  States  that  are  already  paying  a  lot,  you  get  assistance  to 
the  family  in  the  States  that  are  not  paying  much,  if  anything,  and  the 
main  thrust,  of  course,  would  be  on  this  matter  of  work  incentive.  I 
don't  know  whether  that  answers  your  question. 

Senator  Nelson.  Well,  the  argument  might  be  acceptable  that  you 
paid  the  same  uniform  amount  in  all  States  as  long  as  you  are  at  some 
minimum  level,  like  $2,400,  although  I  think  there  are  inequities  in 
that  among  the  States.  But,  in  fact,  once  the  program  is  adopted  there 
will  be  increases  in  the  amounts  that  will  be  paid. 

Now,  when  you  move  from  paying  $2,400  for  a  family  of  four  to 
paying  $4,000  to  a  family  of  four,  it  becomes  quite  a  different  matter 
because  of  the  cost-of-living  factor. 

In  New  York  City  or  Boston  or  Chicago,  with  rents  being  what  they 
are,  there  would  be  a  considerable  disparity.  One  family  living  at  a 
relatively  decent  benefit  standard  may  be  hungry  in  New  York  City 
because  of  the  cost  of  transportation,  the  cost  of  rent — the  cost  of 
everything  is  higher.  So  once  we  pass  this  bill  we  will  be  facing  this 
question  2,  3,  4  years  from  now :  Are  you  going  to  build  in  a  cost-of- 
living  factor  in  the  additional  funds  that  are  put  into  the  welfare 
program  ? 

Governor  Sargent.  Senator,  I  personally  would  favor  a  cost-of- 
living  ratio  in  this  formula  in  some  fashion/The  proposal,  as  I  under- 
stand it,  our  proposal,  does  not  have  that  in  it.  I  personally  would  not 
object  to  it.  It  might  be  more  feasible it  might  be  more  possible,  I 
think,  for  the  Senate  and  the  House  to  adopt  a  measure  that  did  have 
that  in  it,  but  it  does  not  at  the  present  time. 
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Senator  Nelson.  Obviously,  the  cost  of  living  is  lower  in  some  areas 
than  it  is  in  other  parts  of  the  country.  This  is  a  question  that  this 
committee  and  the  Governors  Conference  must  start  addressing  them- 
selves to.  I  am  assuming  some  version  of  this  bill  will  pass,  but  I  think 
it  would  be  a  bad  mistake  for  us  to  be  suddenly  confronted  2  or  3  years 
from  now  with  a  substantial  increase  in  benefits  and  no  plans  for 
tailoring  the  formula  for  payment  in  accord  with  the  cost  of  living  in 
various  sections  of  the  country. 

Governor  Sargent.  I  personally  agree  with  you.  I  can't  speak  for 
the  other  49  Governors. 

Senator  Nelson.  Let  me  ask  you  just  one  more  question : 

There  is  a  requirement  in  the  bill  that  AFDC  mothers  with  no  chil- 
dren five  and  under,  be  required  to  accept  employment  as  a  condition 
of  receiving  welfare  payments  to  feed  the  children.  And  3  years  from 
now  AFDC  mothers  with  children  above  three  would  be  required  to  ac- 
cept work,  assuming  there  are  childcare  facilities  to  take  care  of  their 
children.  Do  you  think  (1)  it  is  a  practical  proposal?  and  (2)  is  it  an 
equitable  proposal  ? 

Governor  Sargent.  I  would  hope  that  care  for  children  could  be 
provided  with  the  option  for  the  mother.  I  don't  think  we  should  say 
that  every  single  mother  in  this  country  must  work  and  I  don't — I 
can't  imagine  that  anyone  would  say  that  even  if  there  were  oppor- 
tunities for  care  for  the  children  during  the  daytime. 

Senator  Nelson.  Unless  I  misinterpreted  the  bill,  that  is  what  the 
bill  does  say. 

Governor  Sargent.  It  is  not  required,  as  I  understand  it. 

Senator  Nelson.  I  will  stand  corrected  on  that.  Doesn't  the  bill  say 
if  the  child  care  is  available  the  mother  may  be  required  to  accept 
employment  before  she  qualifies? 

Mr.  Hatjsman.  Senator  Nelson,  the  amendments  that  have  been 
introduced  by  Senator  Ribicoff  

Senator  Nelson.  I  am  not  talking  about  the  amendments;  I  am 
talking  about  H.E.  1. 

Mr.  Hatjsman.  You  are  correct;  the  administration's  bill  requires 
exactly  what  you  say. 

Senator  Nelson.  Pardon  ? 

Mr.  Hatjsman.  The  administration's  bill  requires  exactly  what  you 
say.  On  the  grounds  that  we  think  it  would  be  ultimately  more  costly 
to  the  Federal  Government  to  require  mothers  of  very  young  children 
to  go  to  work  and  provide  day  care  for  them  and  also  on  the  grounds 
it  might  impose  a  hardship  on  them,  Senator  Ribicoff  and  Governor 
Sargent  both  have  said  the  work  requirement  should  be  limited  to 
mothers  with  children  over  six  and  that  does  not  change  so  that  in  2 
or  3  years  from  now,  as  in  the  administration's  bill,  the  work  registra- 
tion requirement  in  the  Ribicoff  amendment  remains  the  same  as  it  is 
on  the  date  of  implementation. 

Senator  Nelson.  Does  the  Ribicoff  amendments  state  that  the  wel- 
fare mother,  if  she  has  no  children  5  and  under,  must  accept  employ- 
ment if  child  care  is  available  ? 

Mr.  Hatjsman.  No,  it  does  not.  No;  only  mothers  with  children  6 
and  over,  and  even  there  
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Senator  Nelson.  That  is  what  I  said.  I  say  she  does  not  have  chil- 
dren 5  and  under. 

Mr.  Hausman.  Yes;  that  is  correct.  If  she  does  not  have  children 
5  and  under. 

Senator  Nelson.  And  if  she  does  have  them  at  6,  7,  8,  this  amend- 
ment does  require  that  she  work  ? 
Mr.  Hausman.  Yes ;  that  is  correct. 

Senator  Nelson.  Well,  let  me  ask  you  this :  So  a  mother  has  chil- 
dren 6,  8,  10,  12.  This  is  a  very  difficult  age  to  look  after  children 
because  they  are  very  mobile.  A  job  is  available  for  Mrs.  Jones  to  go 
to  work  for  somebody  across  town  in  a  suburb  at  the  minimum  wage  to 
clean  the  other  lady's  house.  Now,  Mrs.  Jones  has  a  house  to  clean 
herself ;  she  has  four  kids  to  take  care  of,  four  kids  to  wash,  four  kids 
to  look  after. 

Do  you  mean  to  tell  me  you  would  allow  some  administrator  to  say, 
"You  get  those  kids  supervised ;  we  will  provide  some  supervision  and 
you  go  over  there  and  clean  house  for  Mrs.  Hennapin,"  or  something — 
do  you  support  that  ? 

Mr.  Hausman.  Senator,  I  think  I  can  speak  for  the  Governor  

Senator  Nelson.  Well,  the  Governor  is  right  there. 

Governor  Sargent.  I  will  listen  then.  [Laughter.] 

Mr.  Hausman.  Well,  I  think  this  was  included  with  great  mis- 
givings and  I  think  it  was  included  because  of  what  we  estimated  the 
political  realities  would  be.  I  think  that  supplementing  the  bill  would 
be  regulations  which  would  have  priorities  and  I  think  that  mothers 
with  children  near  6,  slightly  over  6,  or  many  children,  as  in  the  situa- 
tion which  you  have  described,  would  be  very  low  down  on  the  priority 
list. 

I  think  those  of  us  who  helped  the  Governor  put  the  bill  together  put 
that  in  just  to  kind  of  face  up  to  realities.  I  think  we  had  grave  mis- 
givings as  you  do  about  that. 

Senator  Nelson.  Well,  of  course,  it  is  preposterous ;  it  won't  work. 
If  she  has  got  four  children  

Mr.  Hausman.  That  is  correct. 

Senator  Nelson  (continuing) .  It  is  going  to  cost  much  more  to  take 
care  of  those  kids  than  that  mother  can  make.  Then  you  are  going  to 
tell  that  mother,  after  putting  in  a  full  day's  work,  to  come  on  home 
and  feed  the  kids,  clean  the  house,  do  the  sewing,  and  be  a  mother. 
That  is  sheer  nonsense. 

Mr.  Hausman.  In  two  words,  I  agree.  That  is  all. 

Senator  Nelson.  Thank  you. 

Senator  Eibicoff.  I  think,  if  the  Senator  will  yield,  I  have  some 
figures  that  are  interesting. 

There  are  some  7  million  children  on  welfare ;  there  are  about  600,- 
000  places  for  day  care  today.  The  number  of  jobs  available  for  women 
are  minimal,  to  say  the  least.  So  as  a  practical  matter  we  are  really 
almost  academic,  but  there  are  circumstances  where  they  could  work. 

I  think  that  we  discussed  last  time  with  the  chairman  about  estab- 
lishing day  care  centers  in  association  with  industry.  I  believe  that 
some  of  it  has  been  done  in  Massachusetts  in  the  Fall  River  area,  where 
a  manufacturer  near  his  place  of  business  supplied  day  care  facilities 
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with  lunches  and  good  care  and  educational  facilities  for  the  children ; 
and  then  the  mother  would  take,  when  she  want  to  work,  would  drop 
the  children  off  at  the  day  care  center ;  when  she  went  home  she  would 
pick  up  her  children  with  her.  So  you  have  got  a  very  practical  prob- 
lem and  not  just  a  theoretical  one. 

Senator  Nelson.  Well,  I  think  Senator  Ribicoff  is  absolutely  cor- 
rect. The  interesting  part  about  it,  however,  is,  first,  there  are  lots  of 
mothers  who  would  like  to  work.  They  would  just  love  an  opportunity 
to  work,  so  they  ought  to  be  afforded  the  opportunity. 

No.  2,  household  work,  at  menial  wages,  is  not  a  reform  of  the  sys- 
tem if  we  require  a  mother  just  to  go  someplace  else  to  do  household 
work  she  should  do  in  her  own  home.  Factory  work  is  quite  another 
matter.  There  are  good  jobs  in  the  factories.  Tragically,  the  adminis- 
tration vetoed  the  OEO  extension  bill  which  had  the  child  care  in  it, 
which  we  spent  months  and  months  on,  which  the  Secretary  of  HEW 
never  once  objected  to;  he  objected  initially  to  the  formula  payment 
and  we  corrected  it.  Then  the  President  vetoes  it  on  principle  and 
attacks  it  on  principle.  This  is  the  tragedy.  The  President  says  he 
wants  child  care  centers ;  we  gave  it  to  him  and  he  attacked  it  as  com- 
munal living.  What  kind  of  nonsense  is  that  ? 

Governor  Sargent.  I  think  I  had  better  be  quiet.  Thank  you. 

The  Chairman.  Thank  you,  Governor. 

Senator  Curtis.  Mr.  Chairman,  the  Department  of  HEW  has  sub- 
mitted some  tables  with  respect  to  the  amendments  submitted  by  a 
distinguished  member  of  this  committee,  the  distinguished  Senator 
from  Connecticut,  Senator  Ribicoff. 

It  is  quite  an  illuminating  table.  It  shows,  for  instance,  the  number 
of  eligibles  under  that  proposal  in  1973,  would  be  40.5  million  as  com- 
pared to  some  15  million  now ;  gradually  it  increases  to  the  year  1977, 
when  there  would  be  72.8  million  people  eligible  for  welfare. 

The  chart  on  the  costs  is  likewise  quite  interesting. 

The  1973  cost  in  billions  of  dollars  is  $16.1. 

Senator  Bennett.  That  is  the  Federal  cost  ? 

Senator  Curtis.  Yes ;  that  is  the  Federal  cost. 

The  Chairman.  Is  that  additional  cost  or  overall  ? 

Senator  Curtis.  Additional  costs,  not  in  addition  to  H.R.  1,  to  the 
present  law,  and  that  would  increase  to  $10.7  billion. 

I  notice  here  that  in  my  State  of  Nebraska  there  are  3.8  percent  of 
the  people  under  welfare,  on  welfare;  it  would  make  eligible  14.9 
percent  of  the  people.  I  ask  these  entire  tables  be  printed  in  the  record. 

The  Chairman.  Without  objection.* 


♦See  also  tables  requested  by  Senator  Ribicoff  at  p.  975ff. 
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NUMBER  OF  WELFARE  RECIPIENTS  UNDER  CURRENT  LAW  AND  NUMBER  OF  PERSONS  ELIGIBLE  FOR  BENEFITS 
UNDER  RIBICOFF  AMENDMENT  559,  BY  STATE,  FISCAL  YEAR  1973 

[In  thousands] 


Number  of  recipients  under  current      Number  of  persons  eligible  for  Fed- 
law  eral  benefits  under  Ribicoff 


Adult 

Family 

Adult 

Family 

State 

Total 

categories 

category 

Total 

categories 

category 

Alabama   

  408. 2 

149.  0 

259.  2 

1,207.7 

174.8 

1,032.9 

Alaska   

  16.4 

2.9 

13.  5 

39.7 

5.8 

33.9 

Arizona..  

  97. 7 

24. 3 

73.4 

155.3 

55.0 

100.3 

Arkansas  .  .  ...  

.-  ..  .  149.0 

75. 6 

73.4 

663. 1 

114. 5 

548.  6 

California     ... 

...  ...  2,335.6 

599.  7 

1,735.9 

3,  847.  9 

608.  7 

3,  239.  2 

Colorado    

  146. 2 

46.7 

99.  5 

323.9 

47.6 

276.  3 

Connecticut. ..   

  141.5 

17. 1 

124.4 

307. 1 

53. 1 

254.  0 

Delaware..           .  . 

.    ..  36.1 

5.0 

31. 1 

84. 9 

10.4 

74.  5 

District  of  Columbia  

  101.7 

15.0 

86.  7 

225.  0 

24.9 

200. 1 

Florida    

  .         449. 9 

91.6 

358. 3 

1,391.0 

228.  4 

1, 162.  6 

Georgia   .   

.  .  . . .         485. 1 

140. 8 

344.3 

1,451.9 

231.  0 

1,  220.  9 

Hawaii                  ...  ... 

  .          43.  8 

4. 7 

39. 1 

111.  5 

13.4 

98. 1 

Idaho   ..  ... 

.      .-  30.6 

6.3 

24.3 

94.  7 

11.4 

83.  3 

Illinois   

  639. 5 

90. 9 

548.  6 

1,760.3 

226. 9 

1,533.4 

Indiana  

  168. 1 

27. 7 

140.  4 

695. 1 

88.3 

606.  8 

Iowa   

  116.2 

26.  9 

89.  3 

414.  8 

45.  6 

369.  2 

Kansas   

  104. 0 

18.4 

85.6 

366.  5 

70.4 

296. 1 

Kentucky  

  259. 8 

89.  5 

170.3 

933. 1 

162.3 

770.  8 

Louisiana   

  473. 3 

149.8 

323.  5 

1,210.0 

212. 1 

997.  9 

Maine  

  91.9 

17.  9 

74.  0 

210.  8 

38.  0 

172.  8 

Maryland  

  217.5 

28.3 

189.  2 

577.  8 

71.  7 

506. 1 

Massachusetts  

  417. 5 

82. 1 

335.  4 

818.3 

145.  2 

673. 1 

Michigan   

  517. 5 

72.  5 

445.  0 

1,415.8 

217.3 

1,198.5 

Minnesota  

.  .  ...         159.  5 

33.0 

126.  5 

553. 3 

93.6 

459.  7 

Mississippi   

  269. 4 

111.7 

157.7 

942.0 

174.  7 

767.  3 

Missouri  

  332.3 

124.9 

207.4 

932.7 

187.3 

745.  4 

Montana  

  26. 0 

6.1 

19.9 

102.7 

11.  5 

91.  2 

Nebraska. -.   

  57. 5 

13.9 

43.6 

224.9 

26.6 

198.  3 

Nevada  

  23. 1 

3.7 

19.4 

56.  2 

14.0 

42.  2 

New  Hampshire  

  30. 9 

6.0 

24.9 

79.6 

13.6 

66.  0 

New  Jersey  

  517.6 

37.0 

480.6 

880. 1 

160.3 

719.  3 

New  Mexico  

  100. 1 

19.9 

80.2 

235.6 

26.6 

209.  0 

New  York    

  1,550.0 

201.7 

1,348.3 

3,072.8 

499. 1 

2,  573.  7 

North  Carolina  

  248. 2 

77.0 

171.2 

1,318.6 

186.  2 

1,132.  4 

North  Dakota  

  20. 4 

6.3 

14.1 

110.5 

12.3 

98.  2 

Ohio  

  532. 7 

97.3 

426.4 

1, 452. 3 

230.0 

1,  222.3 

Oklahoma  

  218.6 

106.7 

111.9 

589.0 

108. 1 

480.9 

Oregon  

  138. 1 

20.9 

117.2 

296.2 

55.2 

241.0 

Pennsylvania 

880.2 

116.0 

764.2 

2,021.0 

337.0 

1,684.0 

Rhode  Island  

  68. 2 

7.7 

60.5 

150.8 

27.9 

122.9 

South  Carolina  

142.3 

34.8 

107.5 

783.0 

94.4 

688.6 

South  Dakota  

32.4 

6.7 

25.7 

139.0 

13.9 

125. 1 

Tennessee  

  358. 1 

98.1 

260.0 

1,167.0 

222.0 

945.5 

Texas..   

  771.6 

287.0 

484.6 

2, 569. 0 

373.0 

2, 196. 0 

Utah  

  57.6 

9.4 

48.2 

146.0 

25.5 

120.5 

Vermont   

  25. 1 

7.1 

18.0 

82.0 

14.9 

67.2 

Virginia    

  185. 4 

26.6 

158.8 

952.9 

120.1 

832.8 

Washington  

  217.2 

40.7 

176.5 

437.4 

57.5 

379.9 

West  Virginia  

  128. 1 

25.2 

102.9 

499.9 

69.4 

430.5 

Wisconsin    

  138.2 

27.5 

110.7 

506.9 

93.7 

413.2 

Wyoming..   

  13.7 

2.8 

10.9 

43.4 

5.4 

38.0 

Guam  

  2. 8 

.5 

2.3 

5.3 

.9 

4.4 

Puerto  Rico   

  339. 1 

45.9 

293.2 

1,638.1 

76.9 

1,561.2 

Virgin  Islands  

  2.6 

.5 

2.1 

6.0 

.9 

5.1 

Total  

  15,025.1 

3, 385.3 

11,639.8 

40,300.5 

6, 189. 2 

34,111.7 
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PROPORTION  OF  POPULATION  RECEIVING  WELFARE  UNDER  CURRENT  LAW  AND  PROPORTION  OF  POPULATION 
ELIGIBLE  FOR  BENEFITS  UNDER  RIBICOFF  AMENDMENT,  BY  STATE,  FISCAL  YEAR  1973 

[In  thousands] 


Federally  aided  Persons  eligible  for  welfare 

Civilian     welfare  recipients,  current       benefits  under  Ribicoff, 
resident        law,  fiscal  year  1973  fiscal  year  1973 

population,  

State  1973         Number         Percent         Number  Percent 


Alabama  

3,449.5 

408.  2 

11.8 

1, 207. 7 

35.  0 

  353. 7 

16. 4 

4. 6 

39.  7 

11.  2 

.  ..  2,151.3 

97.  7 

4. 5 

155. 3 

7.  2 

149.  0 

7. 6 

663. 1 

33.  9 

California      

  23,  052.  0 

2, 335. 6 

10. 1 

3,  847.  9 

16.  7 

146.  2 

5. 8 

323. 9 

12.  8 

Connecticut   

  3, 353. 4 

141.  5 

4.  2 

307. 1 

9. 2 

Delaware                       .  .. 

  621. 9 

36. 1 

5. 8 

84.  9 

13.  7 

District  of  Columbia  

  734. 3 

101.  7 

13.  8 

225.  0 

30.  6 

Florida  ...  

..  .  ..  8,195.3 

449. 9 

5.  0 

1, 391.  0 

17.  0 

485. 1 

9.  9 

1,  451. 9^ 

29.  5 

Hawaii   ... 

.  .                   840.  7 

43.  8 

r.  2 

111.  5 

13.  3 

Idaho   

  720. 8 

30.  6 

4.  2 

94.  7 

13. 1 

Illinois   

..  ...  .  11,643.9 

639.  5 

5. 5 

1, 760. 3 

15. 1 

Indiana    ... 

  5,  503.  8 

168. 1 

3. 1 

695. 1 

12.  6 

Iowa  

.   2,813.0 

116.  2 

4. 1 

414.  8 

14.  7 

Kansas  

  ..  2,252,8 

104. 0 

4.6 

366.5 

16.3 

3,247.4 

259. 8 

8.  0 

933. 1 

28.  7 

Louisiana    

  3,  792.  5 

473. 3 

12.  5 

1, 210. 0 

31.  9 

Maine..  ..  

.                      982.  7 

91.  9 

9. 4 

210.  8 

21.  5 

Maryland    

  4,  520. 4 

217.  5 

4.8 

577.  8 

12.  8 

Massachusetts   

  5,  990.  7 

417.  5 

7.0 

818.3 

13.  7 

Michigan  

  9,  504.  7 

517.  5 

5.4 

1,415.8 

14.  9 

Minnesota    

4,034.5 

159.  5 

4.0 

553.3 

13.  7 

Mississippi                        .  .. 

  2,145.4 

269.4 

12.6 

942.0 

43.  9 

Missouri   

  4,851.4 

332.3 

6.8 

932.7 

19.  2 

Montana  

  687. 3 

26.0 

3.8 

102.7 

14.9 

Nebraska  

  1,508.4 

57.5 

3.8 

224.9 

14.  9 

Nevada     

  692. 1 

23.1 

3.3 

56.  2 

8. 1 

New  Hampshire  

  815.5 

30.9 

3.8 

79.6 

9.  8 

New  Jersey..   

  7,  900.  4 

517.6 

6.6 

880.1 

11. 1 

New  Mexico  

  1,032.5 

100.1 

9.7 

235.6 

22.  8 

New  York  

  18,  929.  5 

1,550.0 

8.0 

3,072.8 

16.  2 

North  Carolina   

  5,  273.  2 

248.2 

4.7 

1,318.6 

25.  0 

North  Dakota 

597  6 

20  4 

3  4 

110  5 

18  5 

Ohio   

  11,160.3 

523".  7 

4]  7 

1,452.3 

13.0 

Oklahoma  

  2,  623.  0 

218.6 

8.3 

589.0 

22.4 

Oregon  

  2,  282.  2 

138. 1 

6. 1 

296.2 

13.0 

Pennsylvania  

  11,918.3 

880.2 

7.4 

2,  021.0 

17.0 

Rhode  Island  

  968. 5 

68.2 

7.0 

150.8 

15.6 

South  Carolina   

  2,  624.  8 

142.3 

5.4 

783.0 

29.8 

South  Dakota  

  641. 1 

32.4 

5.1 

139.0 

21.7 

Tennessee   

  4,  038.  0 

358. 1 

8.9 

1, 167. 0 

28.9 

Texas...     

  12,  098. 1 

771.6 

6.4 

2,  569.  0 

21.2 

Utah  

  1,179.9 

57.6 

4.9 

146.0 

12.4 

Vermont  

  474. 3 

25.1 

5.3 

82.1 

17.3 

Virginia  

4,  988.  7 

185.4 

3.7 

952.9 

19.1 

Washington    

  3,  748.  0 

217.2 

5.8 

437.4 

11.7 

West  Virginia  

  1,  600.  6 

128.1 

8.0 

499.9 

31.2 

Wisconsin  

  4,  678.  6 

138.2 

3.0 

506.9 

10.8 

Wyoming  

  327. 5 

13.7 

4.2 

43.4 

13.3 

Guam     

  104. 0 

2.8 

2.7 

5.3 

5.1 

Puerto  Rico    

  2,  953.  7 

339.1 

11.5 

1, 638. 1 

55.  5 

Virgin  Islands...   

  100.9 

2.6 

2.6 

6.0 

5.9 

Total   

  220, 106. 1 

15,  025. 1 

6.8 

40,  300. 5 

18.3 
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PROJECTED  RECIPIENTS  UNDER  CURRENT  LAW,  PERSONS  ELIGIBLE  FOR  FEDERAL  PAYMENTS  UNDER 
RIBICOFF  AMENDMENT  NO.  559,  AND  PERSONS  ELIGIBLE  FOR  STATE  SUPPLEMENTARY  PAYMENTS 
ONLY,  1973-1977 

[In  millions] 


Recipients 

1973  1974  1975  1976  1977 


Current  law: 

Families    11.6  12.6  13.6  14.7  15.8 

Adults     3.4  3.4  3.5  3.5  3.6 


Total   15.0  16.0  17.1  18.2  19.4 


Ribicoff-Federal: 

WP     20.1  26.2  31.2  40.5  51.8 

AFDC    12.6  12.9  12.9  13.1  13.2 

Adult..    6.2  6.6  7.1  7.2  7.2 


Total     38.9  45.7  51.2  60.8  72.2 


Ribicoff-State  supplement: 

AFDC  

Adult....  


Total    1.6  1.0  .7  .5  .5 


Ribicoff-total: 

Families.     33.4  39.4  44.3  53.6  65.0 

Adults   7.1  7.3  7.5  7.6  7.8 


Total   40.5  46.7  51.8  61.2  72.8 


PROJECTED  POTENTIAL  MAINTENANCE  PAYMENTS  UNDER  RIBICOFF  AMENDMENT  AND  UNDER  CURRENT 

LAW,  FISCAL  YEARS  1973-77 

[In  billions] 


Federal  1973  1974  1975  1976  1977 


Families...   11.3  16.2  19.7  27.0  36.2 

Adults     4.1  4.6  5.4  5.4  5.4 

Food  stamp   0  0  0  0  0 

Hold  harmless                                              .7               .5  .2  .1  .1 


Total.     16.1  21.3  25.3  32.5  41.7 


Non-Federal:  * 

Families   1.0  .5  .2  

Adults.                                                1.5  1.2  .9  .9  .9 

Hold  harmless   -.7  -.5  -.2             -.1              -.  1 


Total   1.8  1.2  .9  .9  .8 


Under  current  law: 

AFDC   3.9  4.1  4.4  4.6  4.9 

Adults   2.2  2.2  2.3  2.3  2.4 

Food  stamps     2.4  2.5  2.6  2.7  2.8 


Total    8.5  8.8  9.3  9.6  10.1 


N  on- Federal: 

AFDC   3.3  3.5  3.7  3.9  4.1 

Adults   1.4  1.5  1.5  1.5  1.6 


total   4.7  5.0  5.2  5.4  5.7 


Senator  Ribicoff.  I  have  no  objections.  I  don't  know  of  any  tables. 
Evidently  it  might  have  been  handed  to  you  this  morning. 
Senator  Curtis.  Not  to  me,  it  is  to  the  committee. 
Senator  Byrd.  What  report  is  that  ? 

Senator  Ribicoff.  I  don't  think  I  asked  for  it  but  if  they  have  got 
some  figures  I  am  delighted  to  see  them  because  HEW  was  certainly 
very  slow  to  give  anybody  figures  on  anything  and  those  of  us  who  have 
had  experience  around  this  table  realize  it. 
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But  I  am  glad  they  have  some  figures.  I  don't  know  what  they  are 
about,  but  I  am  glad  they  are  there,  whatever  they  are. 
The  Chairman.  This  is  the  estimate. 

Senator  Curtis.  I  would  certainly  like  to  be  fair  to  my  colleagues, 
if  you  wanted  to  look  at  them  first. 
Senator  Kibicoff.  Not  at  all. 

Senator  Curtis.  Then  I  have  a  request  for  some  other  figures  from 
the  Department. 

Mr.  Chairman,  in  the  last  10  days  or  2  weeks  there  was  an  announce- 
ment made  that  there  was  a  change  in  the  food  stamp  program ;  it  was 
enlarged.  I  would  like  to  have  this  committee  request  of  HEW 
if  that  makes  any  difference  in  their  proposal  under  H.R.  1  ?  Is  it  still 
their  intention  to  do  away  with  the  food  stamps  and  use  a  cash  benefit 
instead  and,  if  so,  will  the  enlarged  food  stamp  program  that  was 
announced  in  the  last  10  days  change  the  figures  and,  if  so,  would  they 
give  us  the  figures  ? 

(The  following  was  subsequently  received  by  the  committee:) 

The  Under  Secretary  of  Health,  Education,  and  Welfare, 

Washington,  D.C.,  February  9, 1912. 

Mr.  Tom  Vail, 

Chief  Counsel,  Committee  on  Finance, 
U.S.  Senate, 
Washington,  B.C. 

Dear  Mr.  Vail  :  This  is  in  response  to  your  request  for  information  regarding 
a  reported  change  in  the  food  stamp  program  and  its  possible  effect  on  the  cost 
estimates  for  H.R.  1.  Senator  Curtis  asked  if  it  is  still  this  Department's  position 
that  the  food  stamp  program  be  eliminated,  and  if  so,  what  the  current  cost 
of  such  action  would  be. 

Neither  this  Department  nor  the  Administration  has  suggested  the  total  elim- 
ination of  food  stamps.  What  we  have  proposed,  and  what  is  incuded  in  H.R  1, 
(Sec.  502)  is  elimination  of  food  stamp  eligibility  for  persons  eligible  for  cash 
payments  under  titles  XX  or  XXI  of  H.R.  1.  Since  there  will  be  persons  not  eligi- 
ble for  title  XX  or  XXI  benefits,  i.e.,  assistance  to  the  aged,  blind  and  disabled,  or 
assistance  to  families,  but  who  will  nevertheless  meet  eligibility  requirements  for 
food  stamps,  there  would  be  a  "residual"  food  stamp  program  even  after  H.R,  1 
goes  into  effect  Most  of  those  eligible  for  food  stamps  at  that  time  would  be 
unmarried  adults  and  childless  couples. 

With  respect  to  cost  estimates,  the  changes  recently  announced  in  food 
stamp  regulations  do  not  change  the  cost  estimates  prepared  for  the  House 
Committee  on  Ways  and  Means  and  published  in  that  Committee's  report  on 
H.R.  1.  Those  estimates  were  based,  of  course,  on  the  food  stamp  program  regu- 
lations in  effect  at  that  time,  May  1971.  In  July,  1971,  the  Department  of  Agri- 
culture issued  revised  food  stamp  regulations  (copy  enclosed)  which  would,  when 
implemented,  have  had  the  effect  of  reducing  the  eligibility  of  certain  food 
stamp  recipients,  principally  those  at  the  higher  end  of  the  allowable  income 
range,  in  order  to  increase  benefits  to  the  neediest  participants.  However,  after 
lengthy  discussions  between  several  concerned  States  and  the  Agriculture  De- 
partment, that  Department  issued  new  food  stamp  regulations  (published  in 
the  Federal  Register  January  26,  copy  enclosed  (which  will  ensure  that  no  eli- 
gible participants  in  the  food  stamp  program  will  lose  benefits  as  a  result  of 
the  regulations  issued  in  July.  Thus  our  cost  estimates  are  not  affected  by 
these  changes  in  regulations  since  eligibility  and  program  costs  remain  gen- 
erally where  they  were  last  spring  when  we  made  our  initial  estimates. 
Sincerely  yours, 

John  G.  Veneman,  Under  Secretary. 


♦Reprints  from  the  Federal  Register  of  : 

August  6.  1971  (36  F.R.  14463  and  14488)  ; 
December  29,  1971  (36  F.R.  25145-6)  ;  and 

January  26.  1972  (37  F.R.  1180)  received  were  made  a  part  of  the  official  files 
of  the  committee. 
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REVISED  BULES  TO  RETAIN  FOOD  STAMP  BENEFITS  ANNOUNCED 

Washington,  Jan.  24. — The  U.S.  Department  of  Agriculture  today  announced 
that  changes  in  food  stamp  regulations  to  implement  actions  ordered  January 
16  by  Secretary  of  Agriculture  Earl  L.  Butz  have  been  filed  with  the  Federal 
Eegister  for  publication  Wednesday,  January  26. 

The  changes  will  be  effective  upon  publication. 

THE  FOOD  STAMP  PROGRAM— MONTHLY  COUPON  ALLOTMENTS  AND  PURCHASE  REQUIREMENTS 
•  (EFFECTIVE  JAN.  26,  1972),  48  STATES  AND  DISTRICT  OF  COLUMBIA 


For  a  household  of  (persons)   1234567  8 

The  monthly  coupon  allotment  is...    $32       $60       $88     $108     $128     $148     $164  $180 

And  the  monthly  purchase  requirement  is— 


Monthly  net  income: 

$0  to  $19.99                                              0000000  0 

$20  to  $29.99                                           $1        $1          0          0          0          0  0  0 

$30  to  $39.99                                             4          4        $4        $4        $5        $5  $5  $5 

$40  to  $49.99                                             6          7          7          7          8          8  8  8 

$50  to  $59.99   8         10         10         10         11         11  12  12 

$60  to  $69.99                                            10         12         13         13         14         14  15  16 

$70  to  $79.99                                             12         15         16         16         17         17  18  19 

$80  to  $89.99                                            14         18        19         19        20        21  21  22 

$90  to  $99.99                                            16        21        21        22        23        24  25  26 

$100  to  $109.99                                          18        23        24        25        26        27  28  29 

$110  to  $119.99                                           20        26        27        28        29        31  32  33 

$120  to  $129.99                                        22        29        30        31        33        34  35  36 

$130  to  $139.99                                        22        31        33        34        36        37  38  39 

$140  to  $149.99                                        22        34        36        37        39        40  41  42 

$150  to  $169.99                                         22        36        40        41        42        43  44  45 

$170  to  $189.99...                                     22        40        46        47        48        49  50  51 

$190  to  $209.99                                                     40        52        53        54        55  56  57 

$210  to  $229.99  -       40        58        59        60        61  62  63 

$230  to  $249.99                                                               64        65        66        67  68  69 

$250  to  $269.99..                                                            70        71         72         73  74  75 

$270  to  $289.99                                                               70        74        78        79  80  81 

$290  to  $309.99..                                                             70        78        84        85  86  87 

$310  to  $329.99                                                                            82        86        91  92  93 

$330  to  $359.99                                                                          82        90        96  98  99 

$360  to  $389.99                                                                            84        94       100  106  106 

$390  to  $419.99                                                                                    98       104  110  110 

$420  to  $449.99...                                                                                100       108  114  114 

$450  to  $479.99                                                                                               112  118  118 

$480  to  $509.99                                                                                                 116  122  122 

$510  to  $539.99    1   126  126 

$540  to  $569.99      128  130 

$570  to  $599.99            134 

$600  to  $629.99     138 

$630  to  $659.99.        140 


News  From  the  U.S.  Department  of  Agriculture 

SECRETARY  BUTZ  TAKES  ACTION  TO  GUARD  AGAINST  LOSS  OF  FOOD  STAMP  BENEFITS 

Washington,  Jan.  16. — Secretary  of  Agriculture  Earl  L.  Butz  announced 
today  that  he  has  ordered  actions  to  ensure  that  no  eligible  participants  in  the 
food  stamp  program  will  lose  benefits  as  a  result  of  new  regulations  that  are  now 
being  implemented  by  the  States. 

The  Secretary  said  he  had  taken  this  action  after  consulting  with  Governors 
of  several  States  now  in  the  process  of  implementing  the  new  regulations. 

"The  Governors  asked  me  to  review  the  impact  of  the  new  regulations  on  the 
people  in  their  States,"  Secretary  Butz  said.  "I  have  determined  that  the 
changes  being  ordered  today  are  necessary  to  prevent  any  hardship  to  food 
stamp  participants." 
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These  new  regulations  are  necessary  to  implement  basic  reforms  in  the  food 
stamp  program,  supported  by  the  Administration  and  enacted  by  the  Con- 
gress in  January  1971.  These  reforms  .bring  the  food  stamp  program  into  closer 
conformity  with  the  Administration's  overall  income  strategy  and  increase  bene- 
fits to  the  neediest  participants  by  : 

— establishing  uniform  national  eligibility  standards, 

— ensuring  an  allotment  for  every  family  sufficient  to  purchase  a  nutritionally 
adequate  diet  at  a  cost  no  more  than  30  percent  of  recipient's  income  and  free 
to  those  with  the  least  income, 

— requiring  employable  recipients  to  register  for  work. 

"I  have  ordered  the  Food  and  Nutrition  Service — the  agency  which  administers 
the  food  stamp  program — to  modify  the  regulations  so  that  the  benefits  available 
to  each  household  are  as  high  or  higher  than  they  were  under  the  old  regulations," 
the  Secretary  said. 

The  Secretary  stressed  that  modifications  to  the  income  standards  will  allow 
all  households  who  meet  other  eligibility  requirements  to  continue  their  participa- 
tion in  the  program. 

Secretary  Butz  said  that  he  will  continue  to  make  available  to  any  State  that 
desires  it,  technical  assistance  to  minimize  any  difficulty  related  to  implement- 
ing the  new  regulations. 

"These  changes  will  be  effective  in  all  States,"  the  Secretary  said.  "Our  goal 
remains  the  same — to  have  a  national  program  with  equitable  benefits  in  every 
State. 

"While  benefits  paid  are  expected  to  increase  as  a  result  of  these  modifications 
to  the  regulations,  the  funds  already  appropriated  by  the  Congress  should  be 
sufficient  to  cover  total  program  costs  in  fiscal  year  1972,"  Secretary  Butz  con- 
cluded. 

Senator  Ribicoff.  May  I  add,  Mr.  Chairman,  first,  my  staff  just 
showed  it  to  me ;  I  didn't  ask  for  these  figures.  They  are  all  right  but 
what  is  ironical,  they  have  the  number  of  welfare  recipients  under 
current  law  and  number  of  persons  eligible  under  my  proposals  but 
they  fail  to  state  the  number  under  H.R.  1.  Now,  certainly  the  admin- 
istration itself  has  added  fantastically  to  the  number  of  people  on 
welfare  far  under  H.R.  1,  which  are  some  14  million  over  current  law. 

Senator  Curtis.  They  were  more  than  doubled. 

Senator  Ribicoff.  I  don't  know  what  they  are  trying  to  prove.  I 
am  not  running  away  from  any  figures  but  if  HEW  is  trying  to  prove 
something,  the  least  they  could  have  done  for  the  committee  is  put 
three  categories  in,  the  number  of  people  eligible  under  the  present 
law,  number  eligible  under  H.R.  1,  and  the  number  of  people  eligible 
under  my  amendments ;  that  is  the  least  they  could  have  done. 

Senator  Curtis.  I  am  willing  to  modify  my  request  and  ask  HEW 
to  prepare  such  a  table  all  in  one  document. 

Senator  Ribicoff.  They  should  have  it  for  our  record. 

Senator  Curtis.  And  to  have  it  go  into  the  record. 

The  Chairman.  I  will  instruct  the  staff  to  prepare  such  a  request 
and  ask  that  it  be  sent  down  there.  I  will  be  glad  to  sign  it. 

(The  Department  subsequently  submitted  the  following :)  * 


♦See  also  tables  submitted  for  the  record  at  p.  969ff. 
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ASSUMPTIONS  USED  IN  FIVE-YEAR  PROJECTIONS 

H.R.  1 

The  5 -year  projections  of  maintenance  payments  costs  under  H.R. 
1  as  reported  by  the  Ways  and  Means  Committee  result  from  separate 
projections  of  payments  to  families,  payments  to  the  aged,  blind  and 
disabled,  and  administrative  costs. 

The  assumptions  used  and  their  rationale  are  discussed  in  the  follow- 
ing paragraphs. 

Administrative  costs. — It  was  assumed  that  all  States  would  turn 
administration  of  maintenance  payments  over  to  the  Federal  agency 
and  would  incur  no  administrative  costs  under  the  proposal.  Admin- 
istrative costs  under  current  law  were  projected  by  assuming  that  the 
present  State  share  of  maintenance  payments  administrative  costs 
would  grow  at  the  same  rate  as  the  expected  growth  rate  for  wage 
and  salary  income  (6.3  percent  per  year) . 

Payments  to  aged,  blind,  and  disabled. — The  following  annual 
growth  rates  were  used  in  the  projections : 

[In  percent] 


Current  law  Proposal 


Cases : 

Aged   2.  0 

Blind  and  disabled   5.  0  2 

Payments:  Aged,  blind,  and  disabled   2.  5  2 


It  was  assumed  that  benefit  levels  would  not  change  except  as  re- 
quired by  the  proposal.  For  the  proposed  program,  and  for  the  current 
law  aged  program,  it  has  been  assumed  that  income  increases  will 
offset  population  growth.  For  the  current  law  disabled  program,  it 
has  been  assumed  that  growth  in  both  cases  and  payments  will  occur 
over  the  5 -year  period  as  the  program  continues  to  mature. 

Current  law  growth  rates  have  been  applied  to  estimated  1972  case- 
loads in  developing  projections.  Projections  of  cases  and  payments 
under  the  proposal  have  been  developed  from  census  survey  estimates 
of  the  entire  universe  of  eligibles  at  each  of  the  proposal's  three  stages. 

Payments  to  families. — Projections  of  State  payments  to  families 
under  current  and  proposed  law  were  based  on  the  following  annual 
growth  rates  for  female-headed  families : 


[In  percent] 


Current  law 

Proposal 

Cases      _  _ 

  8 

3 

Payments : 

Total   

  6 

1 

Federal  __  __      _  _ 

___    _  _                 ___  6 

0 

Benefit  levels  were  assumed  to  remain  constant  over  time  for  both 
the  current  and  proposed  programs. 
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The  different  growth  rates  for  cases  under  current  versus  proposed 
law  result  from  the  following  considerations.  It  was  assumed  that 
current  law  AFDC  cases  would  grow  at  a  rate  which  would  use  up  90 
percent  of  the  estimated  potential  caseload  by  1977.  The  caseload 
growth  rate  for  the  proposal  assumes  that  all  eligible  families  have 
been  included  from  an  analysis  of  census  surveys  and  that  future 
growth  will  be  limited  to  general  population  growth.  The  primary 
differences  between  AFDC  and  the  proposed  family  program  which 
lead  to  these  different  growth  assumptions  are : 

(1)  replacing  a  monthly  with  an  annual  accounting  period; 

(2)  replacing  poor  quality  control  with  an  efficient,  automated 
national  system ; 

(3)  changes  in  earnings  disregards ; 

(4)  replacing  minimal  efforts  at  training  and  job  creation  with 
a  much  larger  and  more  effective  program. 

Payments  are  assumed  to  increase  more  slowly  than  cases  as  a  re- 
sult of  expected  increases  in  income. 

The  projections  of  families  headed  by  working  males,  and  the  pay- 
ments for  which  they  would  be  eligible  under  H.R.  1,  were  developed 
on  the  basis  of  projected  census  data  on  all  eligibles.  This  group  of 
recipients  would  decline  over  time  since  wage  increases  would  more 
than  offset  population  growth. 

RIBICOFF  AMENDMENT  NO.  559 

These  tables  are  based  on  the  same  assumptions,  with  a  few  ex- 
ceptions which  are  inherent  in  the  Ribicoff  amendment.  The  differ- 
ences in  assumption  are : 

(1)  food  stamps  are  assumed  to  be  cashed  out  entirely  under 
the  Ribicoff  amendment  to  H.R.  1 ; 

(2)  the  tables  take  into  consideration  different  benefit  levels, 
eligibility  requirements,  hold  harmless,  deductions,  and  tax  rate 
under  the  Ribicoff  amendment. 

(Prepared  by  the  Department  of  Health,  Education,  and  Welfare.) 
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Table  3. — Projected  recipients  under  current  law,  persons  eligible  j or 
Federal  payments  under  H.R.  1,  and  persons  eligible  for  State 
supplementary  payments  only,  fiscal  years  1973-77 

[In  millions] 


Fiscal  year 

1973  1974  1975  1976  1977 


Recipients  under  current  law : 

Persons  in  families  with 

dependent  children   11.  6       12.  6       13.  6       14.  7         15.  8 

Aged,  blind,  and  disabled   3.  4         3.  4         3.  5         3.  5  3.  6 


Total  recipients  under 

current  law   15.  0       16.  0       17.  1       18.  2         19.  4 


Persons  eligible  for  Federal 
benefits  under  H.R.  1 : 

Persons  in  families: 

Not  now  covered  under 

present  programs   9.  1         8.  1         7.  2         6.  4  5.  7 

Covered  under  present 

programs   10.  3       10.  6       10.  9       11.  2         11.  5 

Aged,  blind,  and  disabled   6.  2         6.  6         7.  1         7.  2  7.  2 


Total  eligibles  under  H.R.  1_      25.  6       25.  3       25.  2       24.  8         24.  4 


Persons  eligible  for  State 

supplementary  payments 
only: 

Persons  in  families  with 

dependent  children   1.  2         1.  2         1.  2         1.  3  1.  3 

Aged,  blind,  and  disabled   .9  .7  .5  .5  .5 


Total,  State 

supplementation   2.  1         1.  9         1.  7         1.  8  1.  8 


Total  persons  eligible  under 

H.R.  1: 
Persons  in  families  with 

dependent  children   20.  6       19.  9       19.  3       18.  9         18.  5 

Aged,  blind,  and  disabled   7.  1         7.  3         7.  5         7.  6  7.  8 


Grand  total,  H.R.  1   27.  7       27.  2       26.  8       26.  5         26.  3 
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Table  3. — Projected  recipients  under  current  law,  persons  eligible  jor 
Federal  payments  under  H.R.  1 ,  and  persons  eligible  jor  State  sup- 
plementary payments  only,  fiscal  years  1973-77 — Continued 

[In  millions] 


Fiscal  year 


1973 

1974 

1975 

1976 

1977 

Persons  eligible  for  Federal 
benefits  under  Ribicoff 
amendment  No.  559: 

Not  now  covered  under 

nrp^pnt,  ■nrnsraiTiR 
Covered  under  present  programs _ 
Aged,  blind,  and  disabled  

21.  5 
12.'  6 
6.  2 

26.  2 
12]  9 
6.  6 

31  2 
li  9 
7.  1 

40  5 
13!  1 
7.  2 

51.  8 
13!  2 
7.  2 

Total  eligibles  under  Ribicoff 
amendment  No.  559  

40.  3 

45.  7 

51.  2 

60.  8 

72.  2 

Ribicoff-State  supplement  only: 
Persons  in  families  with 
dependent  children 

.  7 

.  3 

.  2 

Aged,  blind,  and  disabled  __ 

.  9 

.  7 

.  5 

.  5 

.  5 

Total,  State  supplementation.  _ 

1.  6 

1.  0 

.  7  ' 

.  5 

.  5 

Total  persons  eligible  under 

Ribicoff  amendment  No.  559: 

Persons  in  families  with 
dependent  children        _  _ 

Aged,  blind,  and  disabled  

33.  4 
7.  1 

39.  4 
7.  3 

44.  3 
7.  5 

53.  6 
7.  6 

65.  0 
7.  8 

Grand  total,  Ribicoff 
amendment  No.  559_  _ 

40.  5 

46.  7 

51.  8 

61.  2 

72.  8 
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Table  5. — Projected  potential  maintenance  payments  under  H.R.  1, 
under  current  law,  and  Ribicof  amendment  No.  559,  fiscal  years 
1973-77 

[In  billions  of  dollars] 


Fiscal  year 

1973  1974  1975  1976  1977 


Under  current  law :  1 


Federal  share  of  AFDC  _   

$3.  9 

$4.  1 

$4.  4 

$4.  6 

$4.  9 

Federal  share  of  aid  to  aged, 

blind,  and  disabled  _ 

2.  2 

2.  2 

2.  3 

2.  3 

2.  4 

Food  stamps   

2.  4 

2.  5 

2.  6 

2.  7 

2.  8 

Total,  current  Federal  pay- 

ments. _   _  

8.  5 

8.  8 

9.  3 

9.  6 

10.  1 

Non-Federal  share  of  AFDC  

3.  3 

3.  5 

3.  7 

3.  9 

4.  1 

Non-Federal  share  of  aid  to 

aged,  blind,  and  disabled 

1.  4 

1.  5 

1.  5 

1.  5 

1.  6 

Total,    current  non-Federal 

payments   _ 

4.  7 

5.  0 

5.  2 

5.  4 

5.  7 

r     j  _      XT  T>  1-1 

Inder  H.R.  1 :  1 

5.  5 

6.  0 

5.  9 

5.  7 

5.  6 

Federal  payments  to  aged,  blind, 

and  disabled  

4.  1 

4.  6 

5.  4 

5.  4 

5.  4 

Food  stamps  

1.  0 

.  8 

.  8 

.  8 

.  9 

Federal  hold  harmless  payments 

to  States  

1.  1 

1.  0 

.  8 

.  8 

.  9 

Total,  proposed  Federal  pay- 

ments   

11.  7 

12.  4 

12.  9 

12.  7 

12.  8 

Non-Federal  payments  to 

families                        _  __  _ 

3.  1 

3.  2 

3.  2 

3.  3 

3.  4 

Non-Federal  payments  to 

aged,  blind,  and  disabled-  

1.  5 

1.  2 

.  9 

.  9 

.  9 

Hold  harmless  payments 

received  from  Federal 

Government  

-1.1 

-1.  0 

-.  8 

-.  8 

-.9 

Total,  proposed  non- 

Federal  payments  

3.  5 

3.4 

3.  3 

3.  4 

3.  4 
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Table  5. — Projected  potential  maintenance  payments  under  H.R.  1, 
under  current  law,  and  RibicojJ  amendment  No.  559,  fiscal  years 
1973-77— Continued 

[In  billions  of  dollars] 

Fiscal  year 


1973  1974  1975  1976  1977 


Under  Ribicoff  amendment 
No.  559: 

Federal  payments  to  families   11.  3       16.  2       19.  7       27.  0        36.  2 

Federal  payments  to  aged, 

blind,  and  disabled   4.  1         4.  6         5.  4         5.  4  5.  4 

Food  stamps   0  0  0  0  0 

Federal  hold  harmless 

payments  to  States   .7  .5  .2  .1  .1 

Total,  proposed  Federal 

payments   16.  1       21.  3       25.  3       32.  5        34.  7 


Non-Federal  payments  to 

families   1.  0  .5  .2  

Non-Federal  payments  to 

aged,  blind,  and  disabled   1.  5         1.  2  .9  .9  .9 

Hold  harmless  payments 

received  from  Federal 

Government   —.7       —.5       —.2       —.1         — .  1 


Total,  proposed  non- 
Federal  payments   1.  8         1.  2  .9  .8  .8 

1  Projected  benefit  payments  to  actual  recipients. 

2  Projected  benefit  payments  if  all  eligibles  participate. 


(The  Department  subsequently  submitted  the  following  additional 
material : ) 
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Discussion  of  "Poverty  Line" 

The  "poverty  line"  is  actually  not  a  line  but  is  a  set  of  lines  which  vary  by  such 
factors  as  total  family  size,  family  structure,  e.g.  number  of  adults,  children,  fam- 
ily composition,  e.g.  sex  and  age  of  family  head,  number  of  elderly,  and  the  lo- 
cation of  the  family,  e.g.  region,  farm/nonfarm.  The  entire  poverty  structure 
changes  in  the  price  level. 

For  convenience  of  discussion,  a  single  number  is  generally  used  to  represent 
the  poverty  lines.  The  early  1960's  saw  the  emergence  of  the  famous  $3,000 ;  the 
current  poverty  number  is  $3,944.  By  1977,  it  is  estimated  to  be  $5,150. 

For  the  purposes  of  calculating  the  cost  and  caseload  in  1977  of  Senator  Ribi- 
coff's  proposed  revision  of  H.R.  1  the  $5,150  is  relevant  only  to  a  four  person  (two 
adults,  two  children)  urban  family.  While  for  a  three  adult,  one  child  urban 
family  the  poverty  "line"  is  $5,333,  and  for  a  ten  person  (three  adults,  seven 
children)  farm  family  the  number  is  $8,310. 

The  "breakeven  income"  level  of  a  welfare  reform  plan  depends  upon  the  size 
of  three  factors  :  the  basic  benefit,  the  earnings  disregard,  and  the  benefit  re- 
duction (tax)  rate.  Senator  Ribicoff's  bill  contains  a  $720  earnings  disregard 
and  a  60%  benefit  reduction  rate  on  earned  income.  The  bill  defines  the  basic 
benefit  for  1977,  as  100%  of  the  poverty  line  which  means  there  is  a  complex 
structure  of  breakeven  incomes,  paralleling  poverty  structure.  For  the  "stand- 
ard" four  person  intact  urban  family  whose  poverty  line  is  $5,150  their  break- 
even income  is  $9,322.  This  breakeven  income  was  calculated  on  such  assump- 
tions as  no  unearned  income,  no  child  care  expenses,  irregular,  and  student 
earnings  and  without  the  income  tax  forgiveness  provision. 

Senator  Ribicoff.  I  not  only  point  out  that  my  amendments  cer- 
tainly are  different,  we  take  care  of  single  persons  and  we  also  take 
care  under  my  proposal  married  people  without  children,  which  is  a 
large  categor  of  unfortunates  in  this  country  that  the  administra- 
tion has  neglected  and  skipped.  I  don't  mind  going  to  the  committee 
and  the  floor  to  make  my  points  and  argue  for  them,  but  the  least 
HEW  could  do  would  be  to  be  honest  with  their  figures. 

The  Chairman.  I  would  like  to  ask  Governor  Sargent — Senator 
Ribicoff  could  probably  give  a  better  answer — are  you  aware  that  this 
amendment  would  make  72  million  people  eligible  to  go  on  the  welfare 
rolls? 
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Senator  Kibicoff.  I  wouldn't  think  so;  it  comes  as  a  surprise  to 
me. 

Governor  Sargent.  Mr.  Chairman,  I  haven't  even  seen  the  table 
to  which  the  Senator  referred  and  I  really  couldn't  comment  on  it 
at  the  moment. 

The  Chairman.  Well,  Governor,  if  you  really  thought  you  were 
going  to  have  one-third  of  the  population  of  the  entire  Nation  on 
welfare,  would  you  be  advocating  going  quite  that  strongly  for  your 
proposition  ? 

Governor  Sargent.  No;  I  mean,  again  I  would  like  to  make  one 
point  that  apparently  I  have  not  made  clear  and  that  is,  the  main 
thrust  of  the  proposal  that  we  have  presented  to  you  is  in  relation  to 
work  incentives.  Now,  if  by  work  incentives  that  means  increasing  the 
number  of  persons  on  welfare,  that  is  one  way  of  talking  about  it. 
My  feeling  is  that  we  have  got  to  have  people  continuing  to  want  to 
work. 

Mr.  Moscovitch.  Sir,  may  I  just  add  a  word  ? 

I  have  not  seen  those  figures  either  and  I  don't  know  how  high  the 
figures  would  be.  Most  of  the  people  added  to  the  rolls  that  Senator 
Ribicoff  and  the  Governor  had  supported  would  be  people  who  would 
be  getting  $500  or  $1,000  in  addition  to  their  earnings;  they  would 
not  be  dependent  on  welfare  and  wouldn't  be  dependent  on  it.  It  would 
be  a  modest  supplement  to  their  earnings,  something  to  assure  they 
would  be  better  off  working  and  keep  their  family  together  than  leave 
their  family  and  have  their  family  completely  on  welfare  which  is 
the  option  they  have  now. 

Senator  Kibicoff.  I  think  for  the  record,  my  staff  informs  me  that 
in  July,  the  figures  when  my  amendments  were  put  in,  HEW's  figures 
to  my  staff  were  30  million;  now  they  say  10  million.  I  don't  know 
who  is  in  charge  of  statistics  in  HEW  today  but  it  seems  inconceivable 
that  between  July  and  January  it  would  jump  from  30  million  to  40 
million.  I  think  this  is  one  of  the  troubles  this  committee  has  had  con- 
stantly with  all  its  programs  and  all  its  statistics.  We  act  on  one  set 
of  statistics  and  find  when  we  get  down  to  it  that  we  are  faced  with 
another  set  of  statistics.  I  think  this  has  been  a  continuous  problem 
in  this  committee. 

Senator  Bennett.  May  I  ask  the  Senator  a  question  ? 

Have  you  modified  your  amendments  since  July  ? 

Senator  Ribicoff.  There  were  some  modifications  but  my  staff  says 
they  were  not  based  on  this. 

Senator  Bennett.  They  may  not  have  been  based  on  it  but  produced 
this  effect. 

Senator  Ribicoff.  We  will  check  it  through  my  staff. 

The  Chairman.  Well,  sometimes  some  of  these  things  happen  in- 
advertently. I  recall  when  Senator  Prouty  had  his  amendment  out 
there,  I  referred  to  it  as  the  Prouty  shoot-t he-moon  amendment.  He 
wanted  to  take  aged  people  not  drawing  any  other  pensions  from  the 
Government,  and  make  them  eligible  for  pensions  from  this  govern- 
ment. I  think  I  said  the  costs  ran  upward  of  $1  trillion  and  he  had  failed 
to  require  that  they  be  American  citizens.  He  would  have  made  Nikita 
Krushchev  and  Mao  Tse-tung  and  everybody  around  the  world  eligible 
for  his  pension.  So  sometimes  it  is  inadvertent  that  one  includes  some- 
thing he  didn't  have  in  mind  doing. 
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Thank  you  very  much. 

Senator  Nelson.  Mr.  Chairman,  I  would  just  like  to  comment  on 
this  point.  The  point  of  the  matter  is  that  most  of  the  working  poor 
will  be  earning  60  percent,  75  percent,  90  percent,  95  percent  of  their 
income,  so  they  are  ending  up  with  some  benefit  which  we  call  welfare ; 
so  everybody  says  they  are  on  welfare  when  the  fact  is  they  are  earning 
a  substantial  percentage  of  the  cost  of  living. 

Now,  I  think  we  ought  to  be  using  these  terms  correctly.  We  don't 
say  when  some  rich  man  makes  an  investment  and  a  capital  gain  occurs 
and  then  we  tax  him  at  50  percent  so  he  doesn't  pay  more  than  25 
percent  tax  level — we  don't  say  that  we  have  given  him  a  welfare 
payment. 

So  if  you  relieve  somebody  at  a  certain  level  for  not  paying  social 
security  taxes  that  becomes  a  welfare  payment,  but  we  don't  call  tax 
benefits  welfare  because  it  is  a  nice  profit-making  system. 

Now  we  had  112  people  in  this  country  in  1970  making  $200,000  or 
more  without  paying  any  tax ;  are  they  on  welfare  ?  I  think  they  are 
as  much  on  welfare  as  the  fellow  who  is  earning  most  of  his  income  and 
we  are  helping  him  with  a  benefit  one  way  or  another  of  5  percent.  So 
we  get  hung  up  here  with  semantics. 

We  talk  about  75  million  people  on  welfare;  then  we  ought  to  throw 
in  all  the  beneficiaries  of  the  tax  isystem  who  are  getting  benefits  back 
from  all  the  poor  people  who  are  paying  their  taxes. 

The  Chairman.  Senator,  it  is  all  a  question  of  the  point  of  view  as 
to  who  is  hung  up. 

Senator  Nelson.  That  is  what  I  was  saying. 

The  Chairman.  It  would  seem  to  me  if  you  pursue  your  argument 
to  its  logical  conclusion,  if  we  vote  to  put  a  tax  on  gamblers,  which 
doesn't  apply  to  anybody  except  gamblers,  then  everybody  except  the 
gamblers  are  therefore  on  the  welfare,  and  that  just  doesn't  necessarily 
add  up  at  all  to  me.  We  can  tax  anybody  we  want  to  tax.  That  is  one 
thing  I  discovered  being  on  this  committee ;  we  have  the  power  to  tax 
anybody,  whether  it  is  right  or  wrong,  but  we  had  better  be  careful 
about  it  if  we  hope  to  stay  in  office. 

Thank  you  very  much,  Governor. 

Governor  Sargent.  Thank  you,  Mr.  Chairman. 

(Prepared  statements  of  Governor  Sargent  and  Mr.  Moscovitch 
follow.  A  subsequent  letter  with  attachments  of  Governor  Sargent  to 
the  Committee  appears  following  the  prepared  statements.  Hearing 
continues  on  p.  1027.) 

Additional  Testimony  by  Gov.  Feanots  Sargent 

Becau.se  the  present  welfare  system  is  a  failure,  everyone  agrees  that  reform 
is  needed.  To  understand  what  kind  of  reform  is  needed,  however,  we  must  have 
an  understanding  of  why  the  present  system  is  failing.  Although  the  system  has 
many  defects — a  crushing  financial  burden  on  the  states,  inadequate  standards  of 
living  for  many  recipients — its  fundamental  defect  is  that  it  offers  assistance  to 
families  which  break-up,  but  denies  help  to  a  man  with  a  low-wage  job  who 
chooses  to  keep  working  and  to  keep  his  f  amily  together. 

This  discrimination  against  working,  in-tact  families  has  played  a  significant 
role  in  the  break-up  of  millions  of  American  families.  Only  seven  years  ago,  there 
were  one  million  families  on  AFDC — all  but  a  handful  headed  by  a  woman. 
Today,  the  number  of  such  families  is  approaching  3  million.  In  the  12  years  since 
1959,  the  percentage  of  poor  people  living  in  female-headed  families  has  risen 
from  26  percent  to  44  percent. 
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Not  only  does  our  present  system  contribute  to  the  break-up  of  families,  it  causes 
bitter — and  justified — resentment  on  the  part  of  those  who  have  low  incomes 
but  work  to  keep  their  families  together.  A  man  with  a  $2,00  an  hour  job  earns 
$4,000  a  year — and  receives  no  help  from  the  government  in  paying  to  support 
his  family.  Yet  the  woman  around  the  corner,  whose  husband  left  her,  may  be 
getting  $4,000  a  year  in  welfare — plus  medicaid. 

By  making  it  financially  attractive  for  men  to  desert  their  families,  the  present 
system  encourages  welfare  dependency  and  penalizes  millions  of  low-income 
families  who  choose  to  make  it  on  their  own. 

We  must  replace  this  system  with  one  which  assures  that  a  man  is  always 
better  off  if  he  works  than  if  he  doesnt  work.  In  the  welfare  reform  proposal  I 
originally  presented  to  the  Governor's  Conference  last  September,  this  was  done 
by  guaranteeing  a  $3,000  annual  payment  to  a  family  of  four  whose  head  met  a 
work  test,  and  then  reducing  this  payment  by  50  cents  for  every  dollar  of  earnings. 
Under  H.R.  1,  the  benefit-reduction  rate — the  ratio  between  the  decrease  in 
benefits  and  the  increase  in  earnings — is  67  percent. 

A  second  fundamental  flaw  in  the  present  welfare  system  is  the  huge 
discrepancy  in  state  welfare  payment  levels.  In  some  states,  payments  are  so  low 
that  children  are  suffering  from  hunger  and  from  malnutrition,  and  often  can't 
go  to  school  for  lack  of  a  pair  of  shoes.  On  the  other  hand,  states  which  have 
provided  a  more  generous  level  of  support  have,  over  the  years,  attracted 
thousands  of  poor  families,  many  of  whom  are  now  on  welfare.  These  states  are 
suffering  the  staggering  financial  burden  of  caring  not  only  for  their  own  poor, 
but  for  the  poor  of  low-welf  are  states  as  well. 

Because  H.R.  1  extends  assistance  to  the  working  poor,  and  because  it  sets  a 
national  floor  for  welfare  payments,  it  addresses  both  of  the  main  flaws  of  the 
present  system.  lit  is  a  useful  step  in  the  right  direction,  and  I  support  it.  However, 
it  can  be  improved  in  three  important  ways :  it  offers  inadequate  work  incentives, 
its  payment  levels  are  too  low,  and  it  does  not  provide  sufficient  fiscal  relief. 

Under  H.R.  1,  a  family  head  can  earn  $720  per  year  with  no  reduction  in 
federal  income  payments..  As  his  earnings  rise  above  this,  his  federal  payments 
are  reduced  by  67  cents  for  every  dollar  he  earns.  Since  he  must  also  pay  Social 
Security  taxes  of  5  cents,  a  worker  in  effect  "keeps"  only  28  cents  of  every  extra 
dollar  in  earnings.  What  with  car  fare,  lunch  money,  and  the  time  involved,  many 
workers  may  simply  not  find  it  worthwhile  to  work  for  28  cents  on  the  dollar, 
and  may  choose  to  limit  themselves  to  $720  in  annual  earnings.  By  requiring 
people  to  work,  but  not  making  it  financially  attractive,  H.R.  1  invites  administra- 
tive chaos. 

The  effect  of  the  H.R.  1  benefit-reduction  formula  is  illustrated  in  the  first  of  the 
three  charts  attached  to  this  testimony.  The  chart  shows  that  a  family  head 
with  earnings  of  $1,000  will  receive  a  $2,213  federal  benefit  payment  under  H.R.  1. 
Since  he  will  also  pay  $54  in  Social  Security  taxes,  his  total  cash  income  will  be 
$3,159.  If  he  increases  his  annual  earnings  to  $2,000,  his  federal  payment  will 
drop  to  $1,547  and  his  social  security  taxes  will  rise  to  $108,  leaving  him  with  cash 
income  of  $3,439.  Thus,  as  the  table  shows,  a  $1,000  increase  in  earnings  leads  to 
a  $666  reduction  in  federal  benefit  payments,  and  a  $54  increase  in  social  security 
taxes,  leaving  the  worker  with  a  net  increase  in  income  of  $280  out  of  his  $1,000 
of  increased  earnings. 

The  amendment  Senator  Ribicoff  and  I  have  prepared  contains  a  benefit-reduc- 
tion rate  of  60%,  as  opposed  to  the  67%  figure  in  H.R.  1.  In  addition,  our  proposal 
applies  this  60%  benefit-reduction  to  wages  net  of  social  security  taxes.  As  the 
table  illustrates,  our  bill  would  enable  a  worker  to  increase  his  total  income  by 
$379  for  every  $1,000  of  earnings — a  substantial  improvement  over  the  $280  under 
H.R.  1. 

In  my  original  presentation  to  the  Governors'  Conference  last  fall,  I  suggested  a 
straight  benefit-reduction  rate  of  50%.  As  the  table  suggests,  such  a  program  al- 
lows a  worker  to  keep  $446  out  of  each  $1,000  of  increased  earnings.  Although  I 
am  fully  committed  to  the  Ribicoff-Sargent  proposal  at  this  time,  I  would  hope 
that  any  welfare  reform  which  is  adopted  would  evolve  toward  a  more  generous 
work  incentive. 

Because  the  cost  estimates  normally  used  in  comparing  alternative  reform  pro- 
posals assume  that  these  proposals  will  not  affect  work  effort,  the  programs  with 
a  high  benefit-reduction  rate  appear  to  be  less  expensive  than  programs  with  low 
benefit-reduction  rates.  But  high  benefit-reduction  rates  will  surely  encourage 
people  to  reduce  their  hours  of  work,  and  thereby  increase  their  federal  income 
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payments.  In  this  way,  such  high  rates  will  encourage  rather  than  discourage  wel- 
fare dependency,  and  will  be  more  expensive  in  the  long  run. 

The  problem  of  work  incentives  is  even  more  serious  than  the  discussion  so  far 
suggests.  Given  the  changes  in  medicaid  proposed  in  H.R.  1,  those  with  large 
medical  expenses  would  be  expected  to  use  33$  of  every  dollar  of  earnings  to  cover 
those  expenses — so  that  for  each  dollar  of  earnings,  67<£  would  go  to  benefit  reduc- 
tion, 334  to  medicaid  deductible  payments,  and  5$  to  Social  Security  taxes.  Thus, 
as  my  table  on  work  incentives  illustrates,  a  family  actually  becomes  worse  off 
as  it  increases  its  earnings.  Similarly,  state  and  federal  income  taxes,  public 
housing  rents,  day-care  payments,  and  now  housing  assistance  payments  are 
income-conditioned  benefits  which  would  combine  with  the  67%  benefit-reduction 
rate  of  H.R.  1  to  destroy  all  incentives  to  work.  These  problems  are  alleviated  by 
the  lower  benefit-reduction  rate  in  the  Ribicoff -Sargent  bill,  and  by  the  fact  that 
our  proposal  provides  federal  income-tax  forgiveness  for  those  who  receive  fed- 
eral income  payments. 

Although  H.R.  1  provides  a  $2,400  national  welfare  payment  floor,  this  is  prob- 
ably inadequate  in  light  of  the  cost  of  living  in  most  of  the  country.  The  $3,000 
figure  included  in  the  Ribicoff  proposals  is  a  more  realistic  one.  This  higher  pay- 
ment provides  increased  fiscal  relief  to  the  high-welfare  states ;  in  low-welfare 
states,  it  provided  increased  purchasing  power  to  the  poor,  increased  sales  reve- 
nues to  local  businesses,  and  increased  sales  tax  collections  for  hard-pressed  state 
treasuries. 

The  final  difficulty  with  H.R.  1  is  that  it  does  not  provide  sufficient  fiscal  relief 
for  the  states.  To  be  sure,  it  makes  a  very  important  contribution  by  protecting 
states  from  future  cost  increases.  But  we  need  a  reduction  of  our  staggering  wel- 
fare burden.  States  such  as  mine  are  trying  to  live  up  to  our  responsibilities  in 
the  areas  of  education,  prison  reform,  environmental  protection,  and  property  tax 
relief.  But  we  are  unable  to  do  so  because  we  have  been  forced  to  bear  welfare 
costs  for  what  is  essentially  a  national,  not  a  state  problem. 

My  second  table  contains  a  state-by-state  illustration  of  the  potential  fiscal 
relief  offered  by  the  Ribicoff-Sargent  approach.  The  table  shows  that  the  states 
as  a  whole  would  spend  $6.1  billion  of  their  own  money  on  welfare  in  fiscal  1973 
in  the  absence  of  reform.  Under  H.R.  1,  they  would  spend  $4.5  billion.  With  the 
$3,000  payment  level  envisioned  in  our  proposal,  total  cost  of  supplementary  pay- 
ments necessary  to  keep  those  presently  eligible  for  welfare  at  current  support 
levels  would  be  $2.9  billion— $1.4  billion  for  families  and  $1.5  billion  for  adults.  If 
the  federal  government  bore  30%  of  such  expenses,  the  burden  on  the  states 
would  be  $2.1  billion — $2.4  billion  less  than  under  H.R,  1.  We  would  hope  that  at 
the  earliest  possible  date,  the  Federal  government  would  assume  50%  of  the  costs 
of  state  supplements.  This  would  provide  an  additional  $.6  billion  in  relief  to  the 
states. 

As  the  table  suggests,  slightly  over  half  of  the  state  supplementary  payments 
necessary  under  the  Ribicoff-Sargent  proposals  are  for  payments  to  adults.  Thus, 
it  is  vitally  important  that  the  30%  or  50%  federal  participation  in  these  pay- 
ments apply  to  adults  as  well  as  to  families. 

A  glance  at  the  figures  for  individual  states  given  in  the  table  shows  that  our 
proposal  would  relieve  16  states  of  any  welfare  burdens.  The  figures  also  show 
substantial  reduction  in  expenditures  for  other  states.  Thus,  California  would 
spend  $600  million  less  under  our  plan  than  under  H.R.  1,  Illinois  would  have 
additional  savings  of  $158  million,  and  New  York  would  receive  $426  million  of 
additional  fiscal  relief. 

There  has  been  considerable  discussion  as  to  what  level  of  government  might 
best  administer  a  welfare  system.  In  our  mobile  society,  there  are  two  tasks 
which  are  practically  impossible  for  the  states — keeping  track  of  recipients'  earn- 
ings, and  keeping  track  of  recipients  who  might  apply  for  benefits  in  more  than 
one  state,  or  apply  for  benefits  in  one  state  and  work  in  another.  As  benefits  are 
extended  to  the  working  poor,  keeping  track  of  recipients  earnings  becomes  more 
important  than  ever.  Because  the  Federal  government,  with  its  social  security 
and  income  tax  data,  can  perform  these  tasks,  it  can  administer  a  reformed 
welfare  system  more  fairly  and  more  effeciently  than  the  states  could  hope  to  do. 

Let  me  close  with  a  word  on  how  much  the  Ribicoff-Sargent  plan  will  cost.  A 
detailed  break-down  of  the  costs  of  this  plan,  as  well  as  my  original  Governors' 
Conference  proposal,  appears  in  the  third  table.  The  table  shows  that  the  Ribi- 
coff-Sargent plan  will  cost  $18.8  billion— $6.5  billion  more  than  H.R.  1,  and  $10 
billion  more  than  the  present  system.  (These  figures  refer  only  to  income  pay- 
ments, not  to  training  programs,  job  creation,  or  social  services). 
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When  federal  payments  are  increased  to  $3,000  from  $2,400,  the  money  goes  to 
one  of  three  destinations.  In  low-welfare  states,  the  increased  payments  raise 
the  income  levels  of  those  now  on  assistance — some  of  the  poorest  people  in  the 
country.  In  high-payment  states,  the  increased  federal  payments  reduce  the  need 
for  state  supplementation,  and  thus  provide  increased  fiscal  relief  for  state 
treasuries.  And  in  all  states,  the  increased  Federal  payment  level  means  higher 
payments  to  the  working  poor — people  not  now  receiving  any  Federal  assistance. 

Our  plan  would  cost  $6.5  billion  more  than  H.R.  1.  Of  this,  $2.4  billion  goes  to 
provide  higher  payments  to  those  now  on  welfare  in  states  with  low  payment 
levels,  and  $3.4  billion  goes  to  provide  higher  payments  to  those  now  on  welfare 
in  states  with  low  payment  levels,  and  $3.4  billion  goes  to  provide  increased  in- 
come for  the  working  poor.  Thus,  our  bill  is  mainly  to  help  the  working  poor  and 
to  provide  fiscal  relief  for  the  states. 

Work  Incentives  Under 
Alternative  Welfare  Reform  Plans 


Federal 

Social 

Earnings 

Payment 

Security  Taxes 

Cash  Income 

H.R.  1: 

$  o 

$2,400 

$  o 

$2,400 

(No  Medical  Bills) 

1,000 

2,213 

54 

3,159 

2,000 

1,547 

108 

3,439 

4,000 

213 

216 

3,997 

Difference  between 

1,000 

-666 

+54 

280 

$1,000  and  $2,000 
of  earnings: 


Ribicof f-Sargent :              $      0  $3,000  $    0  $3,000 

1,000  2,864  54  3,810 

2,000  2,297  108  4,189 

4,000  1,162  216  4,946 

Difference  between              1,000  -567  +54  379 
$1,000  and  $2,000 
of  earnings: 


Sargent:                             $       0  $3,000  $    0  $3,000 

1,000  2,500  54  3,446 

2,000  2,000  108  3,892 

4,000  1,000  216  4,784 

Difference  between              1,000  -500  +54  446 
$1,000  and  $2,000 
of  earnings : 


H.R.  1  - 

Family  Illness: 


Difference  between 
$1,000  and  $2,000 
of  earnings: 


Federal 

Security 

Medicaid 

Cash 

Earnings 

Payment 

Taxes 

Deductible* 

Income 

$  0 

$2,400 

$  0 

$  0 

$3,000 

1,000 

2,213 

54 

93 

3,066 

2,000 

1,547 

108 

427 

3,012 

4,000 

213 

216 

1,093 

2,904 

1,000 

-666 

+54 

334 

-54 

*  The  income  level  at  which  the  medicaid  deductible  takes  effect  varies  by  state. 
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FISCAL  RELIEF  UNDER  THE  RIBICOFF— SARGENT  PLAN- 
STATE  SPENDING  UNDER  ALTERNATIVE  WELFARE  PLANS 


STATE 

lan 

ro 

W  h 

al  State  Expenditure 
en  Federal  Share  of 
ate  Supplem  ents  is: 

Present 
Welfare  System 

House  Bill 

Families 

Adults 

Total 

30% 

50% 

all 

—  

figures  are 

in  millions  of  dollars 

TOTAL,  U.S. 

$6,145 

$4,501 

$1,412 

$1,519 

$2,925 

$2,048 

$1,469 

Alabama 

43 

10 

0 

10 

10 

7 

5 

Alaska 

13 

10 

6 

15 

11 

Arizona 

33 

12 

0 

0 

0 

0 

0 

Arkansas 

0 

0 

0 

0 

0 

California 

1,284 

1,049 

89 

495 

584 

409 

292 

Colorado 

55 

41 

■  8 

12 

20 

14 

10 

Connecticut 

93 

71 

40 

53 

38 

Delaware 

31 

29 

0 

1 

0 

0 

0 

D.C. 

47 

34 

7 

9 

16 

11 

8 

Florida 

195 

25 

0 

0 

0 

0 

0 

Georgia 

61 

9 

0 

0 

0 

0 

0 

Hawaii 

30 

23 

6 

1 

5 

4 

Idaho 

8 

6 

2 

6 

4 

3 

Illinois 

385 

323 

109 

127 

236 

165 

118 

3 

Indiana 

35 

27 

0 

6 

6 

4 

Iowa 

54 

27 

9 

0 

9 

6 

5 

Kansas 

48 

34 

9 

6 

5 

Kentucky 

36 
77 

24 
11 

0 

0 
4 

0 

4  - 

0 
3 

0 
2 

Louisiana 
Maine 

21 

0 

0 

0 

0 

0 

Maryland 

81 

39 

0 

0 

0 

0 

0 

Massachusetts 

284 

239 

91 

114 

205 

143 

102 

Michigan 

298 

253 

63 

84 

147 

103 

74 

Minnesota 

88 

73 

30 

31 

61 

42 

30 

Mississippi 

24 

* 

0 

0 

0 

0 

0 

Missouri 

77 

65 

0 

37 

37 

26 

19 

Montana 

7 

4 

1 

0 

1 

1 

Nebraska 

15 

12 

0 

11 

11 

7 

5 

3 

0 

4 

3 

New  Hampshire 

16 

13 

7 

13 

20 

14 

10 

New  Jersey 

256 

206 

175 

66 

241 

168 

120 

New  Mexico 

17 

9 

o 

0 

0 

ji  1  '.<©'•  '■ 

0 

New  York 

1,098 

909 

453 

237 

690 

483 

345 

North  Carolina 

44 

12 

0 

0 

0 
6 

0 
4 

0 
3 

North  Dakota 

6 

5 

2 

4 

Ohio 

198 

134 

3 

6 

9 

6 

4 

Oklahoma 

56 

0 

3 

3 

2 

2 

Oregon 
Pennsylvania 

44 
469 

28 
418 

7 

204 

0 
97 

0 
301 

5 

210 

4 
150 

Rhode  Island 

37 

30 

9 

9 

18 

13 

9 

South  Carolina 

26 

13 

0 

0 

0 

0 

0 

South  Dakota 

8 

6 

6 

6 

12 

6 

Tennessee 

44 

10 

0 

0 

0 

0 

0 

Texas 

108 

51 

0 

0 

0 

0 

0 

Utah 

13 

9 

1 

0 

1 

1 

Vermont 

8 

7 

5 

8 

13 

9 

7 

Virginia 
Washington 

53 
93 

43 
82 

21 
44 

35 
33 

56 
77 

39 
54 

28 
39 

West  Virginia 

21 

3 

0 

0 

0 

0 

0 

Wisconsin 

71 

38 

4 

0 

4 

3 

2 

Wyoming 

4 

3 

1 

1 
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COST  OF  ALTERNATIVE  PLANS 

Ribicoff -Sargent 

Sargent 

Allowance 

$3,000 

$3,000 

Benefit  Reduction 
Rate 

60% 

50% 

$720.  Exclusion 

yes 

no 

Payments  to  Families 

11.3 

10.8 

Savings  -  Job  Creation 

-.3 

-.3 

Payments  to  Adults 

4.1 

4.1 

Social  Security 
Exemption 

.5 

— 

Tax  Forgiveness 

1.0 

1.0 

Payments  to  the 
Childless 

1.3 

1.3 

Federal  Payments  to 
the  States 

.9 

1.5 

Total  Federal  Cost 

18.8 

18.4 

Less  H.R.  1  Costs 

12.3 

12.3 

Increase  over  H.R.I 

6.5 

6.1 

H.R.  1  State  Spending 

4.5 

4.5 

State  Spending 

2.1 

1.5 

Savings  to  States 
over  H.R.  1 

2.4 

3.0 
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Increasing  State  Fiscal  Relief  Through  Welfare  Reform 

(By  Edward  Moseovitch,  Economist,  Federal  Reserve  Bank  of  "Boston, 

July,  1971 )x 

INTRODUCTION  :   A  PROPOSAL  TO  IMPROVE  THE  WELFARE  REFORM  BEL 

Our  present  welfare  system  is  a  failure,  satisfying  neither  the  taxpayers  who 
support  it,  the  government  officials  who  administer  it,  nor  the  recipients  who 
benefit  from  it.  The  welfare  reform  bill  passed  by  the  House  of  Representatives 
and  endorsed  by  the  President  goes  a  long  way  toward  improving  that  system. 
Its  $2,400  minimum  payment — more  than  twice  that  in  seven  Southern  states — 
will  help  many  of  the  poorest  people  in  America.  For  the  first  time,  hundreds  of 
thousands  of  poor  families  headed  by  a  man  working  full-time  at  low  wages  will 
receive  Federal  payments  to  supplement  his  earnings.  Thus,  the  bill  ends  the 
current  system  in  which  the  family  of  such  a  man  might  be  better  off  if  he  were 
to  make  them  eligible  for  welfare  by  quitting  his  job  or  by  disappearing.  The  bill 
would  reduce  the  administrative  burden  on  the  states  and  increase  the  fairness 
and  efficiency  of  the  system  by  having  a  uniform,  nation-wide  Federal  adminis- 
tration both  of  Federal  income  supplement  payments  and  of  any  supplementa- 
tion to  those  payments  provided  by  the  states. 

While  the  House  bill  would  limit  any  increase  in  current  welfare  expenditures 
by  the  states,  it  would  provide  no  reduction  from  current  expenditure  levels  for 
over  half  the  states,  including  those  industrialized  states  now  suffering  from 
enormous  welfare  expenditures.  Hard-pressed  state  and  local  governments,  and 
hard-pressed  property  tax  payers,  who  had  hoped  for  relief  from  welfare  reform, 
will  be  disappointed. 

The  failure  of  the  bill  to  provide  fiscal  relief  comes  about  because  the  $2,400 
basic  Federal  payment  is  much  less  than  the  support  level  already  provided  in 
many  states.  To  prevent  a  reduction  in  the  income  of  those  now  on  welfare,  these 
states  would  have  to  supplement  any  Federal  payment.  Given  the  share  of 
welfare  expenditures  now  borne  by  the  Federal  government,  the  costs  of  these 
supplements  would  not  be  less  than  the  industrialized  states  are  now  spending 
on  welfare. 

The  Congress  can  strengthen  the  welfare  reform  bill  substantially  by  adopting 
the  modification  proposed  here — raising  the  basic  allowance  from  $2,400  to  $3,000, 
and  reducing  the  benefit  reduction  rate  from  67%  to  50%.  By  raising  the  basic 
allowance,  Congress  would  greatly  increase  the  fiscal  relief  to  the  states,  greatly 
reduce  the  need  for  state  supplementation,  simplify  the  administration  of  the 
program,  and  increase  the  cash  income  of  the  poor.  By  reducing  the  benefit 
reduction  rate,  Congress  can  strengthen  the  work  incentive  and  avoid  the  risk 
that  an  inadequate  work  incentive  might  undermine  the  whole  income  supple- 
ment program. 

The  income  supplement  payments  included  in  the  House  bill  would  cost  $3.8 
billion  if  fully  implemented  in  fiscal  year  1973.  Together,  the  changes  proposed 
here  would  raise  the  costs  of  the  present  bill  by  $6.4  billion.  Of  this,  $3.8  billion 
would  go  to  increased  fiscal  relief  for  the  states,  and  $2.6  billion  to  increased 
payments  to  the  poor. 

HOW  THE  HOUSE  BILL  IMPROVES  PRESENT  WELFARE 

The  House  Bill  establishes  a  basic  Federal  income  guarantee  for  all  families 
with  children.  For  a  family  of  four,  with  no  earnings,  this  income  floor  will  be 
$2,400.  This  represents  a  higher  payment  level  than  that  currently  provided  by 
more  than  half  the  states.  Because  the  bill  also  provides  that  those  eligible  for 
the  new  Federal  income  payments  will  receive  Food  Stamps, '  the  increase  in 
benefits,  if  any,  for  recipients  now  receiving  food  stamps  will  be  somewhat 
smaller.  Nonetheless,  in  five  states,  all  in  the  South,  the  $2,400  payment  exceeds 
the  combined  value  of  Food  Stamps  and  present  welfare  payments,  and  fewer 
than  half  the  welfare  recipients  nationally,  (fewer  than  40%  in  the  South)  are 
now  receiving  Food  Stamp  benefits.  Thus,  some  of  the  very  poorest  people  in  the 
country  will  receive  substantially  higher  incomes  as  a  result  of  this  bill.  Welfare 
recipients  in  Mississippi  will  receive  four  times  as  much  as  they  now  do ;  in 
six  other  Southern  states  now  paying  less  than  $1,200  per  year,  recipients  will 


1  The  opinions  expressed  in  this  article  are  those  of  the  author  and  do  not  necessarily 
reflect  the  views  of  the  Federal  Reserve  Bank  of  Boston. 
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have  their  incomes  more  than  doubled.  By  increasing  payment  levels  in  the 
poorest  states,  and  by  extending  assistance  to  men  with  low  earnings,  the  House 
bill  assures  that  no  family  will  ever  lack  the  resources  to  feed  its  children. 
In  this  way,  the  bill  has  the  potential  to  virtually  abolish  hunger  in  America. 

By  reducing  the  discrepancy  between  payment  levels  in  the  North  and  the 
South,  the  bill  would  reduce  the  incentive  to  migrate  to  the  states  with  more 
generous  welfare  levels,  and  alleviate  the  fears  of  taxpayers  in  the  industrialized 
states  who  feel  that  generous  support  levels  in  their  states  are  attracting 
additional  recipients. 

The  new  Federal  payments  will  be  administered  directly  by  the  United  States 
government.  The  uniform  national  determination  of  eligibility  and  the  proposed 
simplification  of  eligibility  determination  should  make  the  system  fairer  and 
more  acceptable  to  its  beneficiaries.  Federal  administration  of  these  new  payments 
will  remove  control  of  welfare  funds  from  a  bureaucracy  which,  in  parts  of  the 
South  has  on  occasion  used  the  leverage  given  it  by  these  funds  for  political 
intimidation  of  recipients. 

The  House  bill  goes  a  long  way  toward  relieving  the  states  of  the  administra- 
tive burdens  of  welfare  by  providing  that  the  Federal  agency  which  administers 
the  Federal  payment  system  will  also  administer  any  state  supplements.  In  this 
way,  recipients  will  receive  a  single  check,  and  need  deal  with  only  one  agency. 
And  the  states  will  be  relieved  of  the  responsibility  to  determine  eligibility, 
to  avoid  fraud,  and  to  account  for  funds — in  short,  they  will  be  relieved  of 
many  of  the  problems  which  have  made  welfare  such  a  headache  for  them. 

The  soaring  costs  of  welfare  have  cut  into  the  ability  of  the  states  and  cities 
to  provide  badly  needed  educational  and  local  services,  and  have  pushed  up 
regressive  property  and  sales  taxes  to  intolerable  levels.  To  protect  the  states 
against  further  increases  in  their  welfare  expenditure,  tse  Ways  and  Means 
Committee  bill  provides  that  if  state  supplements  cost  more  than  a  state  spent 
in  1971,  the  Federal  government  will  make  up  the  difference.  The  industrialized 
states,  however,  cannot  look  forward  to  significant  reductions  in  the  staggering 
amounts  they  now  spend  on  welfare.  The  $3,000,  50%  plan  presented  here  will 
substantially  increase  the  amount  of  fiscal  relief  for  these  states. 

In  over  half  the  states,  families  headed  by  men  are  ineligible  for  AFDC  welfare 
payments,  so  that  men  cannot  obtain  assistance  for  their  families  unless  they 
desert  them.  Even  the  states  which  do  make  such  assistance  available  have 
rather  strict  eligibility  requirements  which  have  limited  the  number  of  men 
who  actually  receive  assistance. 

It  is  not  uncommon,  then,  for  a  man  to  fiind  that  the  only  way  he  can  get 
assistance  for  his  family  is  to  disappear,  or  to  appear  to  do  so.  This  is  one  of 
the  most  widely  criticized  features  of  our  present  welfare  system.  The  federal 
payments  to  families  in  the  House  bill  will  be  available  to  all  families  with 
incomes  low  enough  to  qualify,  whether  those  families  are  headed  by  men  or 
women.  Thus,  it  will  not  be  necessary  to  break  up  a  family  to  obtain  assistance, 
and  the  present  discrimination  against  low  income  families  headed  by  men  will 
be  eliminated  from  the  Federal  payments.  Although  such  discrimination  will 
continue  under  the  state  supplement  programs,  it  would  be  reduced  substan- 
tially by  the  3,000,  50%  plan  proposed  here. 

In  states  which  do  make  federally  assisted  welfare  payments  available  to 
families  headed  by  a  man,  the  man  must  be  unemployed  to  qualify  for  bene- 
fits. If  the  state  offers  generous  benefits,  and  if  his  job  doesn't  pay  well,  the  man 
may  find  himself  better  off  if  he  is  on  welfare  than  if  he  works.  Similarly,  in 
all  states,  a  man  with  a  very  low  paying  job  may  find  his  family  better  off  if 
he  deserts  them  and  allows  them  to  collect  welfare. 

This  situation  can  only  be  corrected  if  the  present  prohibition  against  giving 
assistance  to  families  headed  by  an  employed  man  is  ended.  Such  a  change  is 
one  of  the  central  features  of  the  House  bill.  By  making  employed  men  with 
low  earnings  eligible  for  assistance,  and  allowing  them  to  supplement  their 
earnings  with  assistance  payments,  the  House  bill  can  be  said  to  end  the  present 
welfare  system,  in  which  payments  are  mainly  a  substitute  for  earnings,  and 
to  have  created  a  new  program  of  income  supplements.  To  emphasize  this  dif- 
ference, these  payments  will  hereafter  be  referred  to  as  income  supplement  pay- 
ments, not  welfare  payments. 

Because  this  change  is  so  important,  it  might  be  useful  to  review  briefly  how  the 
so-called  work  incentive  feature  of  the  new  bill  allows  the  working  poor  to  supple- 
ment their  incomes,  and  how  it  assures  that  a  man  is  never  worse  off  as  a  result 
of  an  increase  in  his  earnings. 
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WORK   INCENTIVES   AND   BENEFIT   REDUCTION  RATES 

Under  a  program  of  income  supplements,  a  basic  payment  level,  or  basic  al- 
lowance, is  established  for  those  with  no  earnings.  This  level  is  $2,400  per  year 
for  a  family  of  four  under  the  House  bill.  If  the  family  head  gets  a  job.  this 
payment  is  reduced  by  some  percentage  of  his  earnings.  But  this  reduction  in 
benefits  is  always  less  than  the  increase  in  earnings,  so  the  family  head  is  always 
better  off  if  he  works  than  if  he  doesn't  work.  The  relationship  between  the 
decrease  in  benefits  and  the  increase  in  earnings  is  called  either  the  benefit- 
reduction  rate,  or  the  offsetting  tax  rate. 

Under  the  House  bill,  there  is  no  benefit-reduction  applied  to  the  first  $720 
per  year  in  earnings.  Eor  every  $3  in  earnings  above  this  level,  benefits  are 
reduced  by  $2.  A  family  with  earnings  of  $720,  then,  has  a  disposable  income  of 
$2,400  plus  $720,  or  $3,120.  If  earnings  rise  by  $300.  to  $1,020,  benefits  fall  by  $200. 
to  $2,200.  Disposable  income  rises  by  $100,  to  $3,220.  As  a  result  of  a  $300  in- 
crease in  earnings,  the  family  is  $100  better  off.  With  a  benefit  reduction  rate  of 
67%.  the  family  in  effect  "keeps"  one  third  of  its  earnings.  The  government,  in 
effect,  "takes"  two  thirds  of  the  family's  earnings. 

A  common  misconception  arises  in  discussion  of  an  income  supplement  pro- 
gram. "With  the  working  poor  eligible  for  benefits."  people  say.  "many  men  who 
now  work  at  low  wages  will  be  better  off  on  welfare — particularly  if  the  basic 
payment  level  is  set  very  high."  An  example  will  show  that  this  is  not  the 
case.  If  a  man  finds  work  at  wages  as  low  as  $1.20  an  hour,  his  annual  earnings 
will  be  $2,400  if  he  works  full  time.  This  is  1,680  above  the  $720  exclusion  in 
the  House  bill,  so  his  benefit  would  be  reduced  by  %  of  $1680,  or  $1120.  If  the 
basic  allowance  were  $2,400,  this  would  leave  a  net  benefit  payment  of  $1280. 
This  combines  with  his  earnings  of  $2,400  to  produce  a  disposable  income  of 
$3,680. 

If  the  basic  payment  level  were  $3,600,  and  the  benefit-reduction  rates  were 
unchanged,  his  basic  payment  would  still  be  reduced  by  $1120.  leaving  in  this 
case  a  net  payment  of  $2,480,  and  a  disposable  income  of  $4,880.  As  long  as  the 
benefit  reduction  rate  is  less  than  100%.  a  man  always  has  a  higher  disposable 
income  as  a  result  of  his  work.  A  decision  to  quit  work  will  always  mean  a 
lower  cash  income.  Whether  a  man's  disposable  income  is  enough  higher  as  a 
result  of  work  to  induce  him  to  take  a  job  is  a  question  we  will  return  to  shortly. 

The  operation  of  the  work  incentive  allows  a  family  with  low  earnings  to 
receive  a  supplement  payment.  As  earnings  rise,  however,  a  point  is  eventually 
reached  at  which  the  family  is  no  longer  eligible  to  receive  supplement  payments. 
This  is  the  break-even  level.  Under  the  committee  bill,  this  level  is  $4,320.  Every 
family  with  earnings  below  the  break-even  level  is  eligible  for  benefit  payments: 
families  above  are  not.  As  the  break-even  level  rises,  the  number  of  families 
eligible  also  rises,  as  does  program  cost. 

Because  all  families  under  the  break-even  level  receive  benefits,  and  because 
the  break-even  level  is  always  somewhat  above  the  basic  allowance,  income 
supplement  programs  will  necessarily  include  far  more  people  than  do  present 
welfare  programs.  Left  unchanged,  current,  programs  would  include  some  16 
million  beneficiaries  in  January  1973 :  the  income  supplement  plan  now  before 
the  Congress  would  include  26  million  people.  Because  there  are  millions  of 
people  now  living  in  families  with  incomes  in  the  $4,000  to  $6,000  range,  the 
$3,000,  50%  plan,  with  its  $6,000  break-even  level,  would  include  42  million 
people.  In  order  to  increase  the  payments  going  to  those  with  no  earnings,  then, 
it  is  necessary  to  greatly  increase  the  number  of  people  eligible  for  benefits. 

ARE  CURRENTLY  PROPOSED  WORK  INCENTIVES  ADEQUATE? 

The  benefit  reduction  rate  included  in  the  House  bill  is  67%.  Earnings  of 
program  beneficiaries  are  also  subject  to  a  Social  Security  tax  of  5%.  In  all,  then, 
the  earnings  of  program  beneficiaries  face  an  effective  tax  rate  of  72%  on  income 
in  excess  of  $720  per  year.  Workers  will  'keep"  only  28<*  out  of  every  dollar 
earned.  A  man  with  a  job  paying  $2  an  hour  will,  in  effect,  be  working  for  56<f 
an  hour.  To  be  sure,  the  worker  will  have  a  higher  disposable  income  than  if  he 
does  not  work,  but  56<f'  an  hour  may  not  be  enough  to  induce  him  to  seek  steady 
employment. 

Current  welfare  regulations  allow  women  on  welfare  (but  not  men)  to  keep 
one  third  of  their  earnings — the  same  benefit  reduction  rate  contained  in  the 
House  bill.  This  high  offsetting  tax  has  been  criticized  as  not  offering  current 
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recipients  enough  incentive  to  work — indeed,  improvement  of  work  incentives 
is  one  of  the  main  arguments  advanced  in  favor  of  welfare  reform.  Instead  of 
reducing  this  high  rate,  however,  the  House  bill  proposes  to  apply  it  not  only 
to  mothers  of  small  children  (many  of  whom  are  not  expected  to  work  in  any 
case) ,  but  to  fully  employed  men  as  well. 

To  be  sure,  there  is  a  work  requirement  included  in  the  bill ;  if  a  man  refuses 
work  offered  him,  his  benefits  will  be  reduced  by  $800.  To  satisfy  the  work 
requirement  and  take  advantage  of  the  $720  exclusion,  then,  a  man  will  be 
tempted  to  find  part-time  work  paying  just  about  $720  per  year  and  requiring 
only  a  few  hours  a  week.  Such  work  may  not  in  fact  satisfy  this  requirement, 
but  enforcing  the  requirement  will  require  a  huge  investigative  staff.  To  avoid 
the  high  offsetting  tax  rates,  employers  and  employees  might  be  tempted  to 
devise  ways  of  giving  payment  in  kind.  Indeed,  employees  and  employers  have 
shown  considerable  ingenuity  in  the  past  in  devising  ways  to  avoid  the  high 
marginal  tax  rates  included  in  the  personal  income  tax  system. 

By  requiring  recipients  to  work,  but  making  work  financially  unattractive,  the 
House  bill  risks  administrative  chaos.  And  since  the  cost  estimates  on  which  the 
plan  is  based  assume  no  reduction  in  work  effort,  any  such  reduction  which  did 
occur  would  send  costs  soaring  above  original  estimates.  Such  soaring  costs  and 
administrative  chaos  might  discredit  the  whole  nation  of  an  income  supplement 
program.  This  would  be  unfortunate,  for  these  results  are  not  inherent  in  the 
idea  of  income  supplements,  but  come  rather  from  too  high  an  offsetting  tax  rate. 
If  the  benefit  reduction  rate  were  reduced,  these  risks  would  be  substantially 
lessened.  And  acceptance  of  the  system  would  be  increased  as  workers  found 
that  they  could  retain  a  meaningful  share  of  their  earnings.  For  these  reasons, 
a  decrease  in  the  benefit  reduction  rate  to  50%  is  central  to  the  amendment 
offered  later  in  the  paper. 

EVIDENCE  ON  WORK  INCENTIVES 

There  is  little  direct  evidence  available  upon  which  to  evaluate  the  likelihood 
of  substantial  reductions  in  work  effort,  and  the  evidence  available  is  mixed. 
The  New  Jersey  negative  income  tax  experiment  has  been  set  up  to  test  the 
work  responses  of  recipients  facing  benefit-reduction  rates  ranging  from  30%  to 
70%.  Although  the  experiment  is  too  young  to  draw  firm  conclusions,  preliminary 
results  have  apparently  convinced  Administration  officials  that  people  will  con- 
tinue to  work  even  when  faced  with  a  70%  benefit  reduction  rate. 

Under  the  Social  Security  program,  retired  persons  under  72  years  of  age 
may  earn  up  to  $1680  per  year  with  no  reduction  in  benefits.  Benefits  are  reduced 
by  $1  for  every  $2  of  earnings  above  $1680  but  below  $2880 ;  above  $2880  benefits 
are  reduced  $1  for  every  $1  earned.  Thus,  the  program  offers  some  experience 
with  offsetting  tax  rates  of  50%  and  100%.  In  many  ways,  of  course,  Social  Secu- 
rity recipients  are  different  than  potential  beneficiaries  of  an  income  supplement 
program — they  have  pensions  and  savings  to  draw  on,  and  they  are  unlikely  to 
have  children  to  support.  Indeed,  over  half  of  them  choose  not  to  work  at  all. 
For  all  these  differences,  however,  the  responses  of  those  who  do  choose  to  work 
to  50%  and  100%  benefit  reduction  rates  are  worth  noting. 

Over  half  the  Social  Security  recipients  who  do  work  have  earnings  low 
enough  that  they  have  no  reduction  in  benefits,  and  a  substantial  clustering 
occurs  just  below  the  level  where  the  50%  reduction  rate  becomes  effective.  In 
1966,  when  the  income  level  at  which  50%  benefit  reduction  began  was  raised, 
the  cluster  moved  up  with  it.2  And  recipients  over  72,  who  may  earn  as  much  as 
they  wish  without  reduction  of  benefits,  show  no  clustering  at  the  50%  income 
level.  Thus,  it  seems  clear  that  Social  Security  recipients  can  regulate  income, 
and  do  so  to  avoid  50%  effective  tax  rates. 

The  argument  underlying  income  supplement  programs  is  that  people  will 
work  even  when  faced  with  rates  of  50%  or  more.  If  this  is  so,  we  would  expect 
to  find  another  cluster  of  social  security  recipients  at  about  $2880 — the  income 
level  at  which  100%  taxation  becomes  effective.  Interestingly  enough,  no  such 
cluster  occurs.  Thus,  those  whose  earnings  exceed  $1680  presumably  work  either 
because  they  enjoy  work,  regardless  of  the  benefit  reduction  rate,  or  because 
their  earnings  are  so  high  that  they  far  exceed  any  benefits  available  under 
Social  Security. 


„J2T£e  Effects  of  the  1966  Retirement  Test  Changes  on  the  Earnings  of  Workers  Aged 
6o-72  ;  by  Kenneth  Sender  ;  Research  &  Statistics  Note ;  1970  Note  No.  1  ;  Social  Security 
Administration. 
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If  younger  people  are  at  all  like  Social  Security  recipients,  then,  we  should  be 
a  bit  uneasy  about  imposing  a  benefit  reduction  rate  even  of  50%,  let  along  one 
is  high  as  72 %. 

Defenders  of  high  benefit  reduction  rates  often  point  to  the  high  marginal  tax 
ates  in  the  personal  income  tax  system,  and  note  that  doctors,  lawyers,  and 
,-orporate  vice-presidents  continue  to  work  even  when  their  income  is  taxed  at 
70%.  But  these  are  men  with  challenging  and  interesting  jobs.  Whether  a  man 
at  a  car  wash,  who  has  no  chance  of  promotion  and  has  little  opportunity  for 
learning  at  his  job,  will  continue  to  work  with  a  70%  benefit  reduction  rate  is 
quite  another  matter. 

WORK  INCENTIVES  AND  PERSONAL  INCOME  TAXES 

When  the  tax  reform  bill  of  1969  becomes  fully  effective  in  1973,  a  family  of 
four  will  pay  no  personal  income  taxes  on  the  first  $4,000  of  its  amiual  income. 
It  will  pay  a  tax  of  14%  or  more  on  income  above  $4,000.  If  an  income  supplement 
program  with  an  offsetting  tax  rate  of  67%  were  passed,  a  family  eligible  for 
supplements  which  increased  its  earnings  from  S4.000  to  $4,100  would  have  its 
benefit  reduced  by  $67.  In  addition  it  would  have  to  pay  personal  income  taxes 
of  $14  and  Social  Security  taxes  of  $5  on  that  extra  $100.  Thus,  it  would  "keep" 
only  $14,  and  face  a  staggering  effective  tax  rate  of  S6</c.  The  House  bill  makes 
no  provision  for  dealing  with  this  problem.  In  states  where  no  supplement  is 
offered,  the  break-even  level  is  $4320,  and  there  will  be  no  serious  problem.  But 
in  some  states,  the  break-even  level  for  women  receiving  supplements  will  be 
over  $6,000.  and  lack  of  an  income  tax  forgiveness  will  mean  very  high  effective 
tax  rates  on  income  between  $4,000  and  the  break-even  level.  Provision  for  an 
income  tax  forgiveness  is  included  in  the  $3,000.  50%  plan  offered  here,  which 
has  a  break-even  level  well  above  $4,000  not  only  for  families  receiving  state 
supplements,  but  for  all  families. 

THE  STATE  SUPPLEMENT  TANGLE 

Half  of  the  states  now  pay  welfare  families  $2,400  a  year  or  more,  and  in  all 
but  five  states,  some  families  receive  a  combined  income  from  Food  Stamps  and 
welfare  which  exceeds  $2,400.  If  the  House  bill  is  enacted,  many  families  now 
on  welfare  will  face  a  substantial  reduction  in  income  unless  some  provision 
is  made  to  supplement  their  basic  federal  payment.  In  discussion  of  this  prob- 
lem, it  has  commonly  been  assumed  that  the  states  involved  would  choose  to 
make  such  supplements  and  that  they  would  absorb  some  or  all  of  the  expense 
involved.  There  is.  however,  no  legal  requirement  that  they  do  so.  Such  supple- 
mentation woifd  preserve  many  of  the  inequities  of  the  present  welfare  system, 
and  would  impose  a  considerable  financial  and  decision-making  burden  on  the 
states.  An  increase  in  the  basic  Federal  payment  level,  therefore,  would  not 
only  mean  substantial  fiscal  relief  to  the  states  involved,  but  also  would  greatly 
simplify  the  fairness  and  administrative  simplicity  of  any  new  system.  To  see 
why  this  is  so.  it  is  worth  exploring  in  some  detail  how  state  supplementation 
would  be  carried  out  under  the  proposal  now  before  the  Congress,  and  how 
much  such  supplementation  would  cost  the  states. 

HOW  STATE  SUPPLEMENTS  WOULD  BE  ADMINISTERED 

To  allow  recipients  to  deal  with  only  one  agency  and  to  simplify  the  adminis- 
trative burden  facing  the  states,  the  House  bill  provides  that  the  Federal  Govern- 
ment will  administer  state  supplements  if  the  states  meet  certain  conditions. 
Except  for  the  so-called  "hold  harmless"  provision,  discussed  below,  the  Federal 
government  will  not  pay  any  of  the  payment  costs  of  this  supplementation, 
although  it  will  absorb  administrative  expenses.  Thus,  all  the  state  needs  to  do 
is  establish  a  payment  level  (at  or  below  the  present  level  plus  the  value  of  Food 
Stamps)  and  make  quarterly  payments  to  the  Federal  government. 

The  Federal  government  will,  however,  administer  state  supplements  only  to 
those  in  categories  eligible  for  Federal  payments — families  with  children,  the 
aged,  and  the  disabled.  Since  many  of  the  people  now  on  state  General  Assist- 
ance roils  are  chadless,  this  means  that  the  states  must  continue  not  only  to 
finance  General  Assistance,  but  to  administer  it  as  well.  For  this  reason,  exten- 
sion of  the  income  supplement  system  to  all  persons  with  low  incomes,  included 
in  the  $3,000.  509r  plan  presented  later,  woifd  greatly  simplify  the  administrative 
burden  of  the  states,  allowing  them  essentially  to  close  down  their  welfare 
departments. 
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COSTS  OF  SUPPLEMENTATION 

The  costs  to  the  state  of  supplementing  each  family,  and  its  savings  (if  any ) 
as  against  current  expenditure  levels,  depend  on  the  support  the  state  currently 
receives  from  the  Federal  government,  and  the  basic  allowance  provided  under 
a  new  income  supplement  program.  For  states  with  high  welfare  payment 
levels,  the  Federal  government  pays  half  the  costs.  Thus,  a  state  now  paying 
$3,800  to  an  AFDC  family  must  pay  $1,900  from  its  own  funds.  Under  the 
House  hill,  the  Federal  government  will  provide  a  basic  allowance  of  $2,400, 
but  provide  no  financial  support  for  state  supplements.  The  state  would  then 
have  to  pay  $1,400,  realizing  a  savings  of  $500.  With  a  $3,000  federal  basic 
allowance,  the  state  would  need  to  pay  only  $800,  increasing  its  savings  as 
against  current  levels  to  $1,000. 

A  state  now  paying  $2,000,  on  the  other  hand,  would  be  able  to  eliminate  all 
state  expenditure  if  a  $2,400  federal  program  were  established.  Such  a  state 
would  receive  no  direct  fiscal  benefit  from  an  increase  in  the  basic  allowance 
to  $3,000,  although  its  poor  people  would  receive  substantially  more  disposable 
income,  and  its  sales  tax  receipts  would  rise  accordingly. 

These  examples  show  that  with  the  relatively  low  $2,400  basic  allowance, 
the  states  which  benefit  most  in  relation  to  current  expenditure  levels  are  those 
with  the  lowest  support  levels.  They  also  show  that  full  fiscal  relief  for  the 
states  now  suffering  the  most  from  high  welfare  expenditures — and  these  are 
the  same  states  facing  the  most  serious  urban  problems  of  inadequate  local 
services  and  staggering  local  property  taxes — requires  high  basic  Federal  pay- 
ment levels. 

Under  the  House  bill,  recipients  of  Federal  income  supplement  payments  will 
be  ineligibe  for  Food  Stamps.  The  states  can  include  the  value  of  these  food 
stamps  in  their  supplementation.  If  they  do  this,  however,  they  will  find  their 
savings  practically  eliminated.  A  family  now  receiving  $3,800  on  welfare  might 
also  be  receiving  food  stamps  worth  $200  more  than  what  it  pays  for  them.  The 
state  pays  $1,900  toward  the  welfare  check ;  the  Federal  government  pays  $1,900, 
plus  the  full  $200  cost  of  food  stamps.  As  we  have  seen,  it  would  cost  the  state 
$1,400  to  keep  the  family's  income  at  $3,800;  it  would  cost  the  state  $1,600 
to  bring  the  family's  income  up  to  the  $4,000  needed  to  make  it  as  well  off  as 
it  was  before.  Because  of  the  phasing  out  of  food  stamps,  and  because  states 
will  have  to  extend  supplements  to  many  female-headed  families  not  now  on 
welfare  (the  reasons  for  this  are  explained  below),  many  states  would,  but 
for  the  "hold  harmless"  protection,  actually  have  to  pay  more  per  family  under 
the  new  system  than  under  the  present  system. 

Until  now,  discussion  has  focused  on  the  new  income  supplement  program  for 
children  with  families.  Under  the  House  bill,  the  aged  and  disabled  wouTd  also 
be  eligible  for  a  federalized  system  of  income  supplements.  The  basic  Federal 
monthly  payment  levels  proposed  ($130  for  single  people  and  $195  for  couples 
in  the  first  year)  are  less  than  many  states  are  now  paying,  however,  so  state 
supplementation  would  be  required  here.  As  with  the  program  for  families  the 
amount  of  the  state  savings  depends  on  the  Federal  support  level.  The  bill  pro- 
poses to  have  the  Federal  government  administer  these  supplements  in  the  same 
way  it  administers  supplements  to  families. 

FISCAL  RELIEF  UNDER  THE  HOUSE  BILL 

In  calendar  year  1971,  the  states  are  spending  some  $5  billion  on  income  main- 
tenance programs  (plus  $3  billion  on  medicaid).  If  no  changes  are  made, 
increased  growth  in  the  welfare  rolls  will  push  total  expenditure  up  to  about 
$6.1  billion  by  fiscal  1973,  when  any  welfare  reform  would  become  effective.3 
How  much  reduction  in  this  expenditure  can  be  expected  as  a  result  of  the 
passage  of  the  House  bill  in  its  present  form?  Roughly  half  the  states  would 
spend  less  per  family  under  the  new  system  than  under  the  present  system ; 
the  fiscal  1973  savings  to  these  states  amount  to  $.8  billion.  This  $.8  biUion 
represents  the  savings  per  family  times  the  number  of  families  eligible  for 
supplementation  in  1973 ;  the  states  will  not  spend  $.8  billion  less  in  fiscal  1973 


3  The  $5  billion  estimate  for  calendar  1971  is  based  on  figures  in  the  Federal  budget  for 
Fiscal  1972  ;  the  $6.1  billion  figure  for  1973  is  taken  directly  from  the  House  Ways  and 
Means  Committee  report  from  H.R.  1.  Both  figures  include  General  Assistance.  Given  the 
growth  in  welfare  expenditures  in  recent  years,  it  is  not  unlikely  that  the  Ways  and  Means 
figures  are  too  low. 
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than  they  do  in  calendar  1971,  because  the  normal  growth  in  the  welfare  rolls 
will  erode  some  of  their  savings. 

The  other  half  of  the  states — those  with  higher  present  payment  levels — will 
realize  no  per-family  savings.  For  these  states,  supplementation  to  present  levels 
(including  the  value  of  Food  Stamps)  would  actually  cost  $.7  billion  more  than 
they  would  spend  under  the  present  system.  To  protect  these  states,  the  House 
bill  includes  the  "hold  harmless"  protection. 

Under  the  bill,  the  federal  government  guarantees  that,  subject  to  certain 
conditions,  no  state  need  spend  more  on  income  maintenance  to  families,  the 
aged,  and  the  disabled  than  it  did  in  calendar  year  1971.  If  the  cost  of  a  state's 
supplement  program  exceeds  this  level,  the  Federal  government  will  make  up 
the  difference.  This  "hold  harmless"  protection  will  only  apply  to  supplements 
given  to  family  types  eligible  for  federally  assisted  welfare  in  the  state  in 
January  1971.  This  provision  means  that  in  states  which  did  not  have  an  Un- 
employed Father  program,  "hold  harmless"  protection  will  not  apply  to  any 
supplements  given  to  families  headed  by  men.  And,  as  we  shall  see  later,  it  pro- 
vides a  tremendous  work  disincentive  for  male-headed  families  even  in  the  23 
states  which  did  provide  such  aid. 

These  "hold  harmless"  payments  will  be  $1.1  billion  in  Fiscal  1973.  They 
overcome  the  $.7  billion  increase  in  costs  necessitated  in  half  the  states  by  the 
new  law,  and  provide  these  states  an  extra  $.4  billion  to  cover  costs  of  increased 
caseloads  between  1971  and  1973.  In  addition,  the  Federal  takeover  of  program 
administration  will  save  the  states  $.4  million.  In  all,  the  states  will  spend  some 
$4.5  billion  in  fiscal  1973 — $1.6  billion  less  than  they  would  in  the  absence  of 
reform.  This  compares  with  1971  state  spending  of  $5  billion.  Thus,  although 
the  states  are  protected  against  increases  in  welfare  expenditure  (no  small  mat- 
ter given  how  fast  such  expenses  have  risen  in  recent  years),  few  states  can  look 
forward  to  any  reductions  in  current  expenditure  levels.  What  savings  there  are 
will  be  limited  to  states  with  the  lowest  welfare  payment  levels. 

Even  if  the  28%  work  incentive  is  successful  in  increasing  the  earnings  and 
work  effort  of  the  poor,  the  states  which  will  have  to  provide  supplements  are 
unlikely  to  receive  any  fiscal  benefit.  To  see  why  this  is  so,  consider  the  benefit- 
reduction  rate  applied  against  the  state  supplements.  Since  the  Federal  govern- 
ment leaves  only  28c"  of  each  additional  dollar  of  earnings,  any  reduction  in  state 
supplements  as  earnings  increase,  would  practically  eliminate  all  incentive  to 
work.  If  Xew  York  decided  that  a  mother  with  three  children  would  be  en- 
titled to  a  $1,600  supplement,  for  instance,  such  a  woman  with  no  earnings  would 
then  have  a  $4,000  income — a  $2,400  federal  payment  plus  her  state  supplement. 
If  she  took  a  job  and  earned  $2,000.  her  federal  payment  would  fall  to  $1,547. 
Her  Xew  York  supplement  would  remain  at  $1,600.  leaving  her  with  a  disposable 
income  of  $5,147.  Thus,  from  $2,000  of  earnings,  she  "keeps"  $1,147.  If  New  York 
were  to  apply  a  benefit  reduction  rate  of  15%  to  its  benefits,  then  her  Xew  York 
payment  would  fall  to  $1,300.  leaving  her  with  a  disposable  income  of  $4,847. 
She  now  "keeps"  only  $847  of  her  $2,000  in  earnings.  And  every  time  her  earn- 
ings rise  an  additional  $100,  her  Federal  supplement  would  drop  $67,  her  Xew 
York  supplement  drop  $15,  and  her  social  security  tax  increase  $5,  leaving  her 
with  just  $13. 

For  this  reason,  the  House  bill  provides  that  the  states  may  not  apply  a 
benefit  reduction  rate  to  their  supplements  until  a  recipient's  earnings  reach 
the  Federal  break-even  level.  ($4,320  for  a  family  of  four).  When  the  woman 
in  our  example  has  earnings  of  $4,320,  then,  she  will  still  receive  $1,600  a  year 
from  Xew  York.  It  would  hardly  be  desirable  to  eliminate  this  altogether  when 
income  rose  to  $4,321,  so  Xew  York  would  choose  to  eliminate  the  supplement 
gradually  as  income  increased,  applying  some  benefit  reduction  rate  to  earnings 
in  excess  of  $4,320.  If  this  benefit  reduction  rate  were  67%,  the  state  supple- 
ment would  fall  to  $1,200  when  the  woman's  earnings  reached  $4,920.  and  would 
fall  to  zero  when  earnings  reached  $6,720.  This  would  be  the  state  break-even 
level.  (Since  the  woman  would  be  paying  federal  income  taxes  of  about  15% 
on  these  earnings,  as  well  as  social  security  taxes,  her  effective  marginal  tax 
rate  would  be  87% — 67+15+5.  To  avoid  this,  the  state  might  want  to  set  a 
lower  benefit  reduction  rate,  even  though  it  meant  a  still  higher  state  break-even 
level.) 

Suppose  that  a  woman  on  welfare  finds  a  job  paying  $3,000.  Since  current 
law  provides  a  benefit  reduction  rate  for  such  a  woman  essentially  the  same  as 
the  one  envisioned  under  the  House  bill,  her  welfare  payment  would  be  reduced 
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by  $1,520  (%  of  the  excess  over  $720),  leaving  her  with  a  welfare  payment  of 
$2,480.  New  York's  share  of  this  would  be  $1,240,  and  the  Federal  share  $1,240. 
Under  the  new  bill,  this  woman  would  still  receive  $2,480,  but  now  the  Federal 
share  would  be  $480  ($2,400  less  the  $1,520)  and  New  York  would  have  to  pay 
$1,600 — the  same  supplement  as  if  she  hadn't  worked  at  all,  and  almost  $400 
more  than  it  would  pay  for  such  a  woman  under  present  law. 

Thus,  New  York  and  similar  states  cannot  expect  any  reduction  in  the  costs 
of  state  supplements  until  large  numbers  of  women  on  welfare  find  jobs  paying 
over  $4,320 — an  unlikely  event. 

The  fact  that  New  York  must  pay  more  for  such  a  woman  than  it  now  does 
helps  explain  why  half  the  states  would  pay  more  in  state  supplements  under 
the  new  bill  (but  for  the  "hold  harmless"  provision)  than  they  now  pay.  Another 
reason  is  that  the  House  bill  contains  a  clause  providing  that  if  a  state  supple- 
ments the  income  of  any  family  headed  by  a  woman,  it  must  provide  all  families 
in  that  category  with  supplements,  if  their  income  is  low  enough  to  qualify. 
Presumably,  then,  New  York  must  pay  supplements  to  all  families  headed  by 
a  woman  with  income  below  the  $6,720  break-even  level.  (It  would  hardly  be 
fair  to  pay  supplements  to  women  with  incomes  of  $5,000  who  had  once  received 
federal  assistance,  but  not  to  those  whose  incomes  had  never  dipped  below  the 
federal  break-even  level.) 

INEQUITIES  AND  DISINCENTIVES  OF  STATE  SUPPLEMENTS 

Because  state  supplements  go  to  some,  but  not  to  others,  the  state  supplements 
retain  many  of  the  inequities  and  disincentives  of  the  present  system.  As  in- 
dicated above,  all  women  with  incomes  below  the  state  break-even  level  will 
receive  state  supplements  in  those  states  which  choose  to  provide  supplements. 
In  states  without  an  Unemployed  Father  Program,  however,  no  male-headed 
families  will  receive  supplements.  In  these  states,  a  father  with  a  wife  and  two 
children  and  no  earnings  will  receive  $2,400;  a  family  of  four  headed  by  a 
woman  might  receive  a  state  supplement  of  $1,400  or  more,  bringing  its  income  up 
to  $3,800.  Nor  will  this  discrepancy  be  limited  to  families  with  no  income.  This 
same  $1,400  discrepancy  will  apply  to  families  with  earnings  anywhere  up  to 
$4,320— the  federal  break-even  level — and  a  woman  working  side  by  side  with  a 
man  on  an  assembly  line  paying  $2.50  an  hour  might  receive  a  state  supplement 
of  $1,000  per  year,  while  the  man  received  none. 

The  situation  in  states  not  having  Unemployed  Fathers  programs  is  not  much 
better.  For  the  definition  of  an  Unemployed  Father  is  a  man  working  100  hours 
or  less  a  month.  As  soon  as  a  man's  hours  of  work  exceed  this  level,  he  is  con- 
sidered employed,  and  no  longer  eligible  for  Unemployed  Father  benefits.  And 
under  the  provision  limiting  the  "hold  harmless"  protection  to  families  now 
eligible  for  welfare  benefits,  the  states  are  unlikely  to  provide  the  man  with 
supplements  when  his  hours  worked  exceed  this  level.  This  seriously  under- 
mines the  work  incentive. 

Consider  the  following  example :  Suppose  Massachusetts  established  $1,200  as 
the  standardized  state  supplement  level  for  a  family  of  five.  Then  a  man  with 
a  wife  and  three  children  will  receive  a  federal  payment  of  $2,800  (the  federal 
payment  is  adjusted  for  family  size)  and  a  state  supplement  of  $1,200.  If  he  is 
unemployed  and  finds  no  work,  his  disposable  income  is  $4,000.  As  soon  as  the 
employment  service  finds  him  a  full-time  job,  his  basic  payment  level  drops  to 
$2,800.  In  order  for  his  work  to  pay,  it  must  overcome  that  initial  $1,200  reduc- 
tion in  benefits.  And  this  is  very  difficult  to  achieve  with  effective  marginal  tax 
rates  of  72%.  If  his  job  pays  the  minimum  wage  of  $1.60  an  hour  ($3,200  per 
year),  his  federal  benefit  payment  will  fall  to  $1,147,  giving  him  a  disposable 
income  of  $4,347 — only  $347  more  than  if  he  hadn't  been  offered  work.  This 
amount  is  unlikely  to  cover  commuting  expenses  and  work  clothes.  Under  the 
circumstances,  it  would  hardly  be  surprising  for  a  man  to  hope  that  no  work 
can  be  found. 

When  the  man  in  our  example  was  offered  work,  he  might  seriously  consider 
rejecting  it.  The  penalty  for  such  refusal  would  be  an  $800  reduction  in  his 
federal  benefit  payment.  The  state  and  federal  government  now  treat  his  family 
as  if  he  were  not  there,  and  make  payments  directly  to  his  wife.  She  would  get 
a  $2,000  federal  payment.  The  state  supplement  for  a  woman  with  three  children 
might  be  $1,000,  giving  the  family  a  $3,000  benefit  payment  if  the  man  doesn't 
work  at  all.  When  work  is  offered  to  him  our  man  must  choose  between  $2,800 
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from  the  Federal  government  (plus  one-third  of  earnings)  on  the  one  hand,  and 
$2,000  from  the  Federal  government  and  $1,000  from  the  state  on  the  other  hand. 
In  this  sense,  the  state  supplement  just  negates  the  Federal  penalty  for  not 
working. 

The  state  could  get  around  this  morass  by  giving  supplements  to  all  male- 
headed  families,  but  this  would  be  quite  costly,  and  there  would  be  no  federal 
"hold  harmless"  protection. 

A  technical  difficulty  with  respect  to  male-headed  families  threatens  a  serious 
administrative  burden.  Under  current  law,  a  man  must  meet  stringent  tests  of 
labor  force  attachment  to  be  eligible  for  assistance  under  the  Unemployed  Father 
program.  Since  "hold  harmless"  protection  is  limited  to  people  in  a  category 
eligible  for  assistance  in  January  1971,  the  Federal  government  might  have  to 
continue  to  administer  the  1971  labor  force  attachment  test  to  unemployed  men. 
This  would  perpetuate  one  of  the  bureaucratic  tangles  the  bill  was  intended  to 
avoid. 

AN  ALTERNATIVE  PROPOSAL  THE  $3,000,   50  PERCENT  PLAN 

Congress  can  improve  the  House  welfare  reform  bill  by  amending  it  to : 

1.  Reduce  the  offsetting  tax  from  67%  to  50%. 

2.  Raise  the  basic  allowance  from  $2,400  to  $3,000. 

3.  Provide  50%  Federal  financing  for  state  supplements. 

4.  Make  coverage  universal. 

5.  Allow  the  elderly  to  retain  some  of  their  Social  Security  benefits. 

6.  Modify  the  work  Incentive. 

7.  Provide  an  income  tax  forgiveness  for  program  beneficiaries. 

Taken  together,  these  changes  comprise  what  is  called  here  the  $3,000,  50% 
plan.  The  first  three  elements  in  the  package,  if  adopted,  would,  for  all  practical 
purposes,  end  the  state  supplement  tangle.  An  explanation  of  how  this  comes 
about  is  included  in  the  discussion  of  these  seven  points  below. 

The  House  bill  will  increase  Federal  income  maintenance  expenditures  by  $3.8 
billion  and  increase  expenditure  on  administration,  day  care  and  job  training 
by  $3.3  billion.  Adoption  of  this  package  of  amendments  would  increase  Federal 
income  payments  by  $10.2  billion  over  present  law — an  increase  of  $6.4  billion 
over  the  House  bill.  (These  costs  are  summarized  in  Table  1. ) 

THE  $3,000,  50  PERCENT  PLAN  AND  FISCAL  RELIEF  FOR  THE  STATES 

In  the  absence  of  reform,  the  states  will  spend  $6.1  billion  on  welfare  in  fiscal 
1973.  Under  the  House  bill,  they  would  spend  $4.5  billion,  and  under  the  $3,000, 
50%  plan,  they  would  spend  only  $.7  billion.  ( State  by  state  expenditures  under 
present  law,  the  House  bill,  and  the  $3,000,  50%  plan  are  shown  in  Table  2). 

The  decision  explicitly  before  the  Congress  is  whether  to  amend  the  House  bill 
along  the  lines  recommended  here.  Such  amendment  would  raise  costs  by  $6.4 
billion.  Over  half  of  this  incraese — $3.8  billion — would  go  to  increased  fiscal 
relief  for  the  states,  while  $2.6  billion  would  go  to  increased  payments  for  the 
poor. 

Congress  is  under  considerable  pressure  to  provide  fiscal  relief  for  hard- 
pressed  state  and  local  governments.  Adoption  of  the  amendment  presented 
above  provides  a  way  of  giving  fiscal  relief  which  will,  at  the  same  time,  sim- 
plify the  administration  of  the  income  supplement  program,  reduce  the  inequities 
associated  with  state  supplementation,  reduce  the  administrative  burdens  faced 
by  the  states,  improve  the  work  incentive,  and  increase  the  benefit  payments 
going  to  the  poor. 

Programs  to  provide  fiscal  relief  to  the  states  by  having  the  federal  govern- 
ment take  over  the  costs  of  welfare,  such  as  the  one  presented  here,  have  been 
criticized  on  the  grounds  that  half  the  fiscal  relief  goes  to  a  handful  of  states. 
If  the  total  benefits  to  each  state — both  fiscal  relief  to  the  state  government  and 
increased  income  to  the  state  poor — are  counted,  however,  the  distribution  is 
much  more  equitable,  as  Table  3  makes  clear.  On  a  per-capita  basis,  the  greatest 
total  benefits  go  to  low  income  Southern  states,  and  high  welfare  industrialized 
states ;  total  benefits  are  about  the  same  for  California  as  for  Mississippi.  The 
Southern  states,  which  receive  relatively  little  fiscal  relief  from  the  $3,000,  50% 
plan,  will  enjoy  a  great  increase  in  personal  income,  with  benefits  for  local 
merchants,  and  state  and  local  tax  revenues. 

Indeed,  the  alternative  suggested  here  offers  an  attractive  distribution  form- 
ula :  in  states  which  have  done  well  by  their  poor  (and  are  suffering  from  the 
greatest  financial  burdens),  most  of  the  new  money  will  go  for  fiscal  relief;  in 
states  which  have  had  low  benefit  payment  levels,  most  of  the  new  money  will  go 
to  increasing  the  incomes  of  the  poor. 
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ENDING  THE  STATE  SUPPLEMENT  TANGLE 

In  all  but  three  of  the  states,  present  welfare  levels  for  either  adult  or  AFDC 
welfare  recipients  combine  with  Food  Stamps  to  produce  payment  levels  in  excess 
of  the  payments  provided  in  the  House  bill.  The  Ways  and  Means  Committee 
expects  that  these  47  states  will  supplement  federal  payments  to  assure  that 
payment  levels  in  each  state  remain  at  the  present  level  plus  the  value  of  stamps. 
Although  there  is  no  compulsion  for  the  states  to  do  this,  the  House  bill  provides 
that  states  cannot  reduce  payment  levels  without  an  act  of  the  state  legislature. 
If  states  do  maintain  payment  levels,  millions  of  welfare  recipients  not  now  re- 
ceiving food  stamps  will  experience  an  increase  in  their  payments,  because  the 
House  bill  requires  that  all  recipients  in  a  given  category  receive  the  same  sup- 
plement— a  supplement  which  includes  the  value  of  Food  Stamps. 

Under  the  House  bill,  then,  all  but  three  states  will  presumably  provide  some 
supplementation,  with  most  of  the  money  coming  from  the  industrialized  states 
with  high  payment  levels.  Because  the  federal  payments  do  not  extend  to  low 
income  childless  individual's,  even  these  three  states  will  continue  to  bear  some 
General  Assistance  expense. 

Increasing  the  Federal  basic  allowance  to  $3,000  and  extending  eligibility  to 
childless  persons  will  substantially  reduce  the  number  of  states  which  have  to 
provide  supplements — 23  states  will  be  relieved  completely  of  the  financial  burden 
of  welfare.  In  states  which  continue  to  finance  supplement  payments,  the  cost  will 
be  no  higher  than  25%  of  that  required  under  the  House  bill  (see  Table  2). 

In  those  states  which  do  need  supplementation,  the  size  of  the  supplements,  and 
thus  the  inequities  associated  with  them,  will  be  reduced.  Thus,  a  discrepancy 
of  $1,200  between  families  headed  by  women  and  those  headed  by  men  under 
current  proposals  will  be  cut  to  $600  by  the  $3,000,  50%  plan. 

Still,  the  state  supplements  will  remain.  They  can,  however,  be  structured  to 
practically  eliminate  administrative  burdens  and  political  decisions  for  the  states. 
To  reduce  the  cost  to  the  states,  the  plan  envisions  that  the  Federal  government 
will  pay  half  the  cost  of  any  supplements,  provided  that  the  supplementation  is 
designed  to  bring  a  family  up  to  a  level  no  higher  than  what  a  family  is  presently 
receiving  on  welfare  plus  Food  Stamps  for  those  now  on  welfare,  and  no  higher 
than  $3,600  for  those  not  now  on  welfare.  Total  supplements  will  cost  about  $1.4 
billion ;  the  states  will  pay  $.7  billion.  This  compares  to  $5  billion  they  are  now 
spending  on  welfare,  and  $6.1  billion  they  would  spend  in  fiscal  1973  in  the  ab- 
sence of  reform.  The  provision  in  the  House  bill  authorizing  Federal  administra- 
tion of  supplements  only  if  the  support  level  did  not  exceed  present  levels  would 
not  be  changed.  This  limitation  on  the  size  of  the  state  supplements  should 
eliminate  any  serious  debate  within  the  states  over  payment  levels. 

As  explained  earlier,  the  definition  of  Unemployed  Fathers  as  those  work- 
ing less  than  100  hours  a  month  provides  a  serious  work  disincentive.  Although 
the  Federal  payments  envisioned  in  the  House  bill  will  not  be  cut  off  when  a  man 
takes  a  fulltime  job,  men  in  the  23  Unemployed  Father  states  who  receive  state 
supplements  will  lose  these  supplements  completely  when  they  accept  work.  Of 
course,  the  state  could  eliminate  this  problem  by  simply  making  all  families 
headed  by  men  ineligible  for  supplements,  but  with  a  $2,400  support  level,  and 
with  families  headed  by  women  getting  $3,600  or  more  in  some  states,  the  result- 
ing discrepancy  would  be  far  too  great. 

If  the  federal  payment  level  were  raised  to  $3,000,  however,  the  inequity  re- 
sulting from  declaring  all  families  with  both  parents  present  ineligible  for  sup- 
plements would  be  far  less.  Under  the  $3,000,  50%  plan,  then,  it  is  recommended 
that  supplements  be  restricted  to  families  with  only' one  parent  present.  (Those 
few  male-headed  families  now  receiving  payments  above  $3,000  could  continue 
to  receive  them,  but  new  families  coming  eligible  would  not). 

This  procedure  restores  the  work  incentive.  But  it  does  not  offer  an  incentive 
to  break  up  a  family.  This  is  so  because  the  reduction  in  family  size  reduces  the 
basic  federal  payment  in  a  way  which  just  counter-balances  the  extra  state  sup- 
plement. For  instance,  a  father  with  a  wife  and  two  children  would  be  eligible  for 
a  basic  Federal  payment  of  $3,000.  If  he  left,  his  family  would  be  eligible  for  a 
$2,500  Federal  payment.  Based  on  present  support  levels,  the  Massachusetts  sup- 
plement to  a  woman  with  two  children  would  be  $500,  so  the  family  would' still 
have  a  $3,000  support  level. 

One  of  the  difficulties  with  supplementing  a  basic  program  with  a  67%  benefit- 
reduction  rate  is  that  the  supplements  themselves  cannot  be  reduced  until  the 
family  is  above  the  Federal  break-even  level.  With  a  50%  reduction  rate,  however, 
this  is  not  the  case.  The  state  supplement  could  have  a  benefit  reduction  rate 
designed  so  that  the  supplement  and  the  basic  Federal  payment  had  the  same 
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break-even  level.  Thus,  a  state  with  a  $600  supplement  would  have  a  10%  bene- 
fit reduction  rate.  As  a  woman's  earnings  increased,  she  would  face  an  overall 
benefit  reduction  rate  of  60%. 

This  procedure  has  several  advantages.  While  the  inequity  between  male  and 
female-headed  families  which  will  result  from  the  House  bill  applies  in  full  to  all 
families  earning  under  $4,320,  and  in  part  to  all  families  under  the  state  break- 
even level,  the  inequity  in  this  plan  applies  in  full  only  to  families  with  no 
earnings.  In  a  state  with  a  $1,200  supplement  for  families  with  no  earnings  the 
inequity  for  families  with  earning  of  $4,320  is  $1,200  under  the  House  bill  but 
only  $168  under  this  plan. 

Because  the  state  supplement  falls  as  earnings  increase,  this  offers  the  states 
some  hope  that  their  burden  will  fall  if  the  work  incentive  is  successful.  The 
plan  now  in  Congress,  on  the  other  hand,  would  keep  the  states  in  the  business  of 
financing  welfare  indefinitely. 

WORK   INCENTIVES   AND   COST  ESTIMATES 

All  of  the  cost  estimates  presented  here — those  for  the  $3,500,  50%  plan,  and 
those  prepared  by  the  Administration  for  its  program — assume  that  work  effort 
and  earnings  will  be  unimpaired  by  effective  tax  rates  of  50,  55,  or  even  72%. 
If  earnings  are  reduced,  all  of  these  estimates  will  prove  to  be  too  low.  The  higher 
the  offsetting  tax,  the  more  likely  it  is  that  people  will  reduce  work  effort,  and 
the  more  likely  it  is,  therefore,  that  costs  will  exceed  estimates.  Thus,  the  dif- 
ference in  cost  between  this  plan  and  the  House  bill  may  prove  to  be  smaller 
than  these  estimates  suggest. 

WORK  INCENTIVES   AND   INCOME  TAX  FORGIVENESS 

Since  the  Federal  Income  Tax  is  applicable  to  earnings  above  $4,000,  and 
since  this  plan  has  a  break-even  level  of  $6,000,  it  is  necessary  to  have  an  in- 
come tax  forgiveness  feature  to  avoid  excessively  high  effective  tax  rates.  The 
cost  of  such  a  forgiveness — $1.7  billion  is  included  in  the  estimates  presented  here. 
The  income  tax  on  a  family  with  earnings  at  the  $6,000  break-even  level  will  be 
about  $300.  It  would  be  unfair  to  say  that  a  family  earning  $5,990  and  there- 
fore receiving  a  slight  benefit  would  pay  no  income  tax,  and  a  family  earning 
$6,010,  and  therefore  not  receiving  benefits,  would  pay  a  tax  of  $300.  To  avoid 
this  "notch"  effect,  in  which  a  family  is  made  worse  off  by  increasing  its  income 
over  a  certain  range,  the  $3,000,  50%  plan  would  allow  families  to  choose  be- 
tween paying  their  present  income  tax,  and  a  tax  equal  to  50%  of  the  difference 
between  actual  income  and  the  break-even  level.  Families  earning  less  than 
$6,850  would  find  this  alternative  tax  more  attractive.  $6,850,  then,  may  be 
called  the  "tax  break-even  level".  All  families  earning  less  than  this  would  receive 
some  benefit  from  this  plan. 

ADDITIONAL    I M  PROVE  M  EN  T  S    IN    WELFARE  REFORM 

Universal  Coverage. — Under  the  proposal  now  in  Congress,  no  benefits  are 
provided  to  single  people  or  to  childless  couples,  unless  they  are  aged  or  dis- 
abled. A  married  couple  with  one  child  is  eligible  for  a  basic  benefit  of  $2,000 ; 
a  childless  couple  is  ineligible.  This  offers  a  $2,000  bonus  for  a  first  baby — a 
provision  which  would  largely  nullify  the  extensive  financial  support  for  family 
planning  included  in  the  bill. 

At  present,  a  large  share  of  the  people  supported  on  State  General  Assistance 
are  single  people  or  childless  couples.  Since  these  people  will  be  ineligible  for 
Federal  assistance  under  the  House  plan,  the  states  will  have  to  bear  both  the 
financial  and  administrative  burdens  of  assisting  them.  Because  the  $3,000,  50% 
plan  includes  these  people,  they  are  eligible  both  for  federal  payments  and  for 
federal  administration  of  any  state  supplements. 

Treatment  of  Social  Security. — Under  the  House  bill,  and  Social  Security 
income  received  by  the  elderly  will  be  subject  to  a  100%  benefit  reduction  rate. 
This  has  the  effect  of  eroding  the  contributory  nature  of  the  Social  Security 
program.  Under  the  bill,  the  minimum  Social  Security  payment  for  a  single,  aged 
individual  is  $74  a  month ;  the  minimum  Federal  income  supplement  for  such 
an  individual  will  be  $130  per  month.  A  person  who  had  worked  a  bit  and  en- 
titled himself  to  $74  per  month  would  receive  a  $56  per  month  supplement ;  the 
person  who  was  ineligible  for  Social  Security  would  receive  an  income  supple- 
ment check  of  $130.  Both  would  have  the  same  disposable  income.  Thus,  there 
would  be  no  distinction  between  those  who  had  contributed  and  those  who  had 
not. 
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Under  the  $3,000,  50%  plan,  Social  Security  benefits  would  be  treated  like 
earned  income,  and  would  be  subject  to  a  50%  offsetting  tax.  In  this  way,  the 
new  payments  would  supplement  Social  Security  benefits,  and  those  who  had 
built  up  Social  Security  eligibility  would  be  better  off  than  those  who  had  not. 

Most  of  those  who  are  disable  receive  direct  Social  Security  benefits;  those 
who  do  not,  receive  disability  assistance  under  welfare.  The  proposal  here  en- 
visions that  all  the  disabled  would  receive  a  federal  payment  from  the  Social 
Security  Administration  (the  payment  for  those  not  eligible  for  Social  Security 
would  not  come  from  the  Social  Security  trust  fund,  but  from  general  revenues)  ; 
these  benefits  would  be  treated  in  the  same  way  as  benefits  to  the  elderly,  and 
would  be  supplemented  by  the  income  supplements. 

Most  of  those  now  receiving  Old  Age  Assistance  payments  also  receive  Social 
Security  payments ;  under  the  $3,000,  50%  plan,  their  incomes  would  be  higher 
than  under  the  House  bill  both  because  of  the  higher  basic  allowance,  and  be- 
cause of  the  lower  benefit-reduction  rate  applied  to  Social  Security  benefits.  With 
this  substantially  increased  Federal  payment,  state  supplementation  would  be 
unnecessary  in  all  but  a  handful  of  cases. 

Work  Requirements. — The  proposals  of  the  Ways  and  Means  Committee  pro- 
vide that  all  men  receiving  benefits,  and  all  mothers  who  have  no  husband  and 
who  have  children  under  6  (under  3  after  July  1974)  must  register  for  work  or 
training.  Subject  to  a  $800  reduction  in  benefits,  they  must  accept  any  job  offered 
them  as  long  as  that  job  pays  the  prevailing  wage  in  their  community  for  that 
kind  of  work,  or  $1.20  an  hour,  whichever  is  greater.  If  there  is  available  work 
which  better  suits  their  training  (or  the  skills  they  can  achieve  after  training), 
they  can  refuse  a  less  skilled  job ;  if  more  skilled  work  is  not  available,  they 
must  take  whatever  is  available. 

Because  the  penalty  is  only  $800,  rather  than  a  complete  elimination  of 
benefits,  a  man  will  not  have  an  incentive  to  desert  his  family,  as  under  pres- 
ent law. 

The  work  requirement  has  aroused  considerable  anger  amongst  the  poor,  who 
fear  that  it  could  be  used  to  force  them  into  menial  jobs  offering  low  wages  and 
poor  working  conditions.  Among  the  black  poor,  it  may  be  an  unhappy  reminder 
of  slavery  days. 

Among  taxpayer  groups,  however,  the  work  requirement  is  viewed  as  essen- 
tial to  protect  their  earnings  against  the  ruinous  taxes  which  would  occur  if 
large  numbers  of  people  chose  to  do  no  work  and  live  on  their  federal  income 
payment.  Given  the  changing  mores  of  parts  of  our  society,  some  of  the  chil- 
dren of  the  middle  class  might  indeed  choose  not  to  work  if  income  supplement 
benefits  were  available  with  no  work  requirement. 

The  work  requirement  is  particularly  important  when  the  benefit  reduction 
rate  is  high.  With  a  lower  benefit  reduction  rate,  as  included  in  the  $3,000,  50% 
plan,  more  people  will  find  it  in  their  interest  to  work. 

An  income  supplement  program  with  a  work  requirement  is  better  than  no 
income  supplement  program  at  all.  It  would  be  preferable,  however,  to  hold  the 
work  requirement  in  abeyance.  If  too  many  people  choose  not  to  work,  it  could 
always  be  re-instated.  If  there  is  a  work  requirement,  it  should  follow  current 
unemployment  compensation  practice,  in  which  people  lose  benefits  only  if  they 
refuse  work  in  a  field  in  which  they  have  previously  been  employed.  In  this  way, 
factory  operatives  would  not  be  forced  to  take  jobs  as  handymen ;  secretaries 
would  not  be  forced  to  work  as  maids. 

Even  if  a  work  requirement  is  imposed  on  men  heading  families  in  which  both 
parents  are  present,  a  strong  case  can  be  made  for  suspending  such  a  require- 
ment in  the  case  of  families  with  only  one  parent  present — mainly  those  headed 
by  women.  For  these  families,  the  work  requirement  will  in  any  case  be  opera- 
tive only  if  there  are  enough  day  care  centers.  If  all  the  new  day  care  facilities 
made  available  by  the  House  bill  are  filled  as  a  result  of  voluntary  decisions  to 
work  on  the  part  of  eligible  mothers,  the  same  result  will  be  accomplished  as 
if  a  work  requirement  had  been  imposed,  and  with  a  good  deal  less  bitterness 
and  resentment. 

FINANCING  THE  $3,000,  50%  PLAN 

The  $3,000,  50%  plan  would  cost  $6.4  billion  more  than  the  House  bill.  Where 
can  such  funds  be  obtained?  If  every  American  family  were  eligible  for  cash 
payments  of  $3,000  in  addition  to  any  food  the  family  raised  itself  and  in  addi- 
tion to  the  imputed  rent  on  a  home  it  owned,  there  would  be  little  justification 
for  additional  payments  to  support  low  income  farmers  with  current  farm  price 
support  programs,  which  are  nominally  designed  for  low  income  farmers,  costing 


1006 


in  excess  of  $4  billion  per  year,  a  large  potential  source  of  funds  for  improved 
welfare  reform  is  available. 

The  President  has  budgeted  $6  billion  for  revenue  sharing.  The  plan  for  fiscal 
relief  to  cities  now  being  discussed  in  Congress  would  cost  $3.5  billion.  The  $2.5 
billion  difference  between  these  two  plans,  plus  elimination  of  farm  price  sup- 
port programs,  would  provide  $6.5  billion— enough  to  pay  for  the  $3,000,  50% 
plan. 

If  unemployment  remains  high,  the  Administration  has  talked  of  speeding  up 
the  effective  date  of  tax  relief  promised  in  the  1969  tax  bill.  The  desired  extra 
stimulus,  however,  could  be  obtained  instead  by  using  the  funds  for  a  better 
income  supplement  program. 

COMPLETE  ABOLITION  OF  STATE  SUPPLEMENTS 

Very  few  people  now  on  welfare  receive  more  than  $3,600.  Thus,  even  the 
state  supplements  remaining  under  the  $3,000,  50%  plan  could  be  all  but  elimi- 
nated if  the  $3,000  basic  allowance  were  increased  to  $3,600  over  a  period  of 
years.  (The  provision  that  supplements  to  those  newly  coming  on  the  rolls  be 
limited  to  $600  assures  that  few  people  will  be  entitled  to  more  than  $3,600.) 

Alternatively,  state  supplements  could  be  eliminated  by  putting  a  $3,600  basic 
allowance  into  effect  in  the  first  year.  A  plan  with  such  an  allowance  and  a 
55%  offsetting  tax  rate,  for  instance,  would  cost  $16  billion  more  than  the  pres- 
ent system  in  fiscal  1973 — about  $5%  billion  more  than  the  $3,000,  50%  plan. 
Since  the  states  would  spend  only  $700  million  under  the  $3,000,  50%  plan, 
complete  elimination  of  state  supplements  would  not  provide  much  in  the  way 
of  extra  fiscal  relief,  although  it  would  eliminate  those  few  inequities  which 
remain  under  the  $3,000  plan.  Such  a  plan  was  not  recommended  here  because 
it  was  felt  that  the  extra  funds  might  best  be  used  for  job  training  and  job 
creation,  and  for  fiscal  relief  to  the  cities  (the  relief  from  welfare  reform  goes 
mainly  to  the  states).  Nonetheless,  those  who  feel  that  any  additional  Federal 
spending  for  the  poor  is  best  spent  on  increased  income  supplement  payments 
might  prefer  to  move  to  the  $3,600  level  immediately. 

COST  OF  LIVING  ADJUSTMENTS 

To  prevent  erosion  of  the  value  of  income  supplement  payments  by  inflation,  a 
cost  of  living  adjustment  paralleling  that  for  Social  Security  payments  could 
be  written  into  the  bill.  In  years  where  there  is  no  specifically  legislated  in- 
crease, the  basic  allowance  would  increase  in  proportion  to  the  consumer  price 
index,  provided  that  the  increase  in  that  index  was  3%  or  greater.  If  Congress 
should  provide  for  $300  yearly  increases  in  fiscal  years  1974  and  1975,  to  bring 
the  basic  allowance  to  $3,600,  then  the  automatic  adjustment  would  first  take 
effect  in  fiscal  year  1976. 

SUMMARY  AND  CONCLUSIONS 

The  Welfare  reform  bill  passed  by  the  House  ways  and  Means  Committee  and 
endorsed  by  the  President  goes  a  long  way  toward  improving  our  present  wel- 
fare system.  It  helps  a  large  number  of  very  poor  people  by  raising  payment  levels 
in  the  Southern  states.  By  making  it  possible  for  the  first  time  for  employed 
men  who  earn  low  wages  to  supplement  those  earnings  with  a  federal  payment, 
it  ends  the  current  system  in  which  the  families  of  such  men  would  actually  be 
better  off  if  the  man  made  them  eligible  for  welfare  by  quitting  his  job  or  by 
deserting.  Finally,  it  reduces  the  administrative  burdens  of  the  states  by  pro- 
viding for  a  uniform  federal  administration  both  of  federal  income  supple- 
ment payments  and  of  any  supplementation  to  those  payments  provided  by  the 
states. 

The  House  bill  provides  for  a  $2,400  basic  benefit  payment  and  a  67%  benefit 
reduction  rate.  By  reducing  the  benefit  reduction  rate  to  50%,  Congress  can 
strengthen  the  work  incentive  and  avoid  the  risk  that  an  inadequate  work  in- 
centive might  undermine  the  whole  income  supplement  program.  By  raising 
the  basic  allowance  to  $3,000,  Congress  would  greatly  increase  the  fiscal  relief 
to  the  states,  greatly  reduce  the  need  for  state  supplementation,  simplify  the 
administration  of  the  program,  and  improve  the  benefits  received  bv  the  poor. 
Together,  these  changes  would  raise  the  costs  of  the  House  bill  by  $6.4  billion. 
Of  this,  $3.8  billion  would  go  to  increased  fiscal  relief  for  the  states,  and  $2.6 
billion  to  increased  payments  to  the  poor. 
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Edward  Moscovitch  Table  1 

COMPARISON  OF  HOUSE  BILL  WITH  $3,000,  50%  PLAN,  FISCAL  YEAR  1973 

Present  Welfare  House  Bill  $3,000,  50% 

Basic  Allowance1  $2,400  $3,000 

Offsetting  Tax  67%  50% 

$720  Exclusion2  yes  no 

Break-even  Level  $4,320  $6,0003 

Income  Tax  Forgiveness  no  yes 


Beneficiaries 

(in  millions)  15  26  42 


Federal  Income  Maintenance 

Payments  (in  billions)  $8.54  $12. 35  $18. 76 

Increase  over  Present  Law 

(in  billions)  $3.85  $10.2 


Cost  of  Administration, 
Day  Care  and  Training 

(in  billions)  $.9  $3.3  $3.3 


Spending  by  States'  „  „ 

(in  billions)  $6.1    '  $4.5  $.7 

Savings  to  States 

(in  billions)  $1.6  $5.4 


1.  For  family  of  four. 

2.  Under  House  bill,  no  offsetting  tax  is  charged  against  first  $720  of  earnings. 

3.  Families  below  $6,000  would  pay  no  Federal  income  tax;  families  with  incomes 
between  $6,000  and  $6,700  would  receive  some  tax  relief.     The  $1.7  billion 
cost  of  this  forgiveness  is  included  in  the  estimates  below. 

4.  Includes  $2.4  billion  for  Food  Stamps  and  $6.1  billion  for  welfare  payments. 

5.  To  provide  a  fair  cost  comparison  between  the  House  plan  and  the  $3,000  plan, 
cost  estimates  for  both  assume  that  they  will  be  fully  operational  for  the 
entire  fiscal  year.    Under  the  House  bill  as  written,  payments  to  the 
working  poor  would  not  begin  until  January,  1973;  this  delay  reduces  first- 
year  costs  by  $.6  billion. 

6.  Includes  savings  of  $1  billion  in  non-combat  related  Veteran's  pensions. 

7.  Includes  Gereral  Assistance. 

8.  State  spending  in  calendar  '71  will  be  $5  billion. 

9.  Includes  $.4  billion  of  Administrative  costs  borne  by  the  states  under 
present  law. 


Source:     Estimates  for  the  present  system  and  the  House  bill  are  taken  from: 

Social  Security  Amendments  of  1971;  Report  of  the  Committee  on  Ways  and 
Means  on  H.R.I.  Estimates  for  the  $3,000,  50%  plan  are  based  on  income 
projections  made  by  the  Urban  Institute. 
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COMPARISON  OF  STATE  EXPENDITURE 
UNDER  VARIOUS  WELFARE  PLANS  FOR  FISCAL  '73 
(in  millions  of  dollars) 

Present  Welfare 


State 

System 

House  Bill 

$3,000, 

TOTAL,  U.S. 

$6,145 

$4,501 

$703 

Alabama 

43 

10 

0 

Alaska 

13 

10 

3 

Arizona 

33 

12 

0 

Arkansas 

20 

* 

0 

California 

1,284 

1,049 

44 

Colorado 

55 

41 

4 

Connecticut 

93 

71 

20 

Delaware 

31 

29 

0 

D.C. 

47 

34 

4 

Florida 

195 

25 

0 

Georgia 

61 

9 

0 

Hawaii 

30 

23 

3 

Idaho 

8 

6 

1 

Illinois 

385 

323 

54 

Indiana 

35 

27 

0 

Iowa 

54 

27 

4 

Kansas 

48 

34 

4 

Kentucky 

36 

24 

0 

Louisiana 

77 

11 

0 

Maine 

21 

17 

0 

Maryland 

81 

39 

0 

Massachusetts 

284 

239 

45 

Michigan 

298 

253 

31 

Minneso ta 

88 

73 

15 

Mississippi 

24 

* 

0 

Missouri 

77 

65 

0 

Montana 

7 

4 

1 

Nebraska 

15 

12 

0 

Nevada 

4 

3 

0 

New  Hampshire 

16 

13 

3 

New  Jersey 

256 

206 

87 

New  Mexico 

17 

9 

0 

New  York 

1,098 

909 

227 

North  Carolina 

44 

12 

0 

North  Dakota 

6 

5 

1 

Ohio 

198 

134 

1 

Oklahoma 

56 

17 

0 

Oregon 

44 

28 

4 

Pennsylvania 

469 

418 

102 

Puerto  Rico 

26 

0 

0 

Rhode  Island 

37 

30 

4 

South  Carolina 

26 

o 

South  Dakota 

8 

6 

3 

Tennessee 

44 

10 

0 

Texas 

108 

51 

0 

Utah 

13 

9 

1 

Vermont 

8 

7 

2 

Virginia 

53 

43 

11 

Washington 

93 

82 

22 

West  Virginia 

21 

3 

0 

Wisconsin 

71 

38 

2 

Wyoming 

4 

3 

0 

*  below  $500,000. 

SOURCE:  Estimates 

for  the  Present  Syste 

m  and  for  H.R.  1 

are  taken  from 

the  Report  of  the  House  Ways  and  Means  Committee;  to  the  estimates  there  are 
added  $983  million  for  general  assistance  and  under  the  present  system,  $460 
million  in  administrative  costs.     Costs  of  supplements  under  the  $3, H0O.  50% 
plan  were  based  on  the  Ways  and  Means  Committee's  estimates  of  potential  1973 
welfare  recipients,  with  the  assumption  that  the  states  brought  the  income  of 
all  of  these  recipients  up  to  the  current  maximum  state  payment,  plus  the  value 
of  the  Food  Stamp  bonus. 
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INCREASED  BENEFITS  TO  THE  STATES  BY  MOVING  FROM 
THE  HOUSE  BILL  TO  THE  $3,000,  50%  PLAN 


Increased  Payments         Increased  Total  Increase 

 to  Poor   Fiscal  Relief  in  Benefits 

(in    mill  i  o  n  s    o~f    d  o  1  1  a  r  s  ) 


Total  Benefits 
Per  Capita 


TOTAL,  U.S. 

$2,600 

$3,800 

$6,400 

Alabama 

128 

10 

139 

Alaska 

I 

1 

82 

37 

12 

48 

Arkansas 

78 

* 

78 

California 

71 

1,005 

1,077 

Colorado 

25 

37 

52 

Connect  icut 

5 

51 

56 

2 

29 

D.C. 

27 

30 

3 

Florida 

222 

25 

247 

Georgia 

195 

205 

Hawaii 

2 

20 

22 

Idaho 

4 

5 

Illinois 

25 

269 

294 

Indiana 

23 

27 

50 

Iowa 

42 

23 

65 

Kansas 

24 

30 

Kentucky 

102 

24 

126 

Louisiana 

172 

11 

184 

Maine 

5 

17 

22 

Maryland 

40 

39 

78 

Massachusetts 

18 

194 

Michigan 

20 

222 

241 

Minnesota 

14 

58 

72 

Mississippi 

126 

126 

Missouri 

27 

65 

92 

Mon  t ana 

3 

2 

6 

Nebraska 

2 

12 

14 

Nevada 

4 

3 

7 

New  Hampshire 

2 

10 

12 

New  Jersey 

30 

119 

149 

New  Mexico 

27 

Q 

New  York 

57 

682 

739 

North  Carolina 

139 

12 

151 

North  Dakota 

5 

-.    V  |  l< .  A  '  ,4-  ■   ."  ..  j 

9 

Ohio 

56 

133 

189 

Oklahoma 

73 

17 

90 

Oregon 

28 

24 

51 

Pennsylvania 

29 

316 

345 

Rhode  Island 

3 

26 

29 

South  Carolina 

72 

13 

84 

South  Dakota 

8 

3 

11 

Tennessee 

141 

10 

151 

Texas 

232 

51 

283 

Utah 

16 

8 

24 

Vermont 

1 

4 

6 

Virginia 

41 

32 

73 

Washington 

18 

60 

78 

West  Virginia 

51 

3 

54 

Wisconsin 

32 

68 

Wyoming 

4 

3 

6 

below  $500,000. 


SOURCE:     Estimates  for  increased  fiscal  relief  to  the  states  come  from  Table  2; 
estimates  for  increased  payments  to  the  poor  are  rough  approximations  based  on  the 
assumption  that  increased  Federal  payments  to  the  poor  resulting  from  an  increased 
basic  allowance  will  be  distributed  among  the  states  in  the  same  ratio  as  the 
Federal  payments  under  the  House  bill.     The  figures  here  represent  net  increases  in 
payments  to  the  poor,  taking  into  account  the  decreases  in  state  payments.  Per- 
capita  benefits  are  based  on  1970  Census  figures. 
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The  Commonwealth  of  Massachusetts, 

Executive  Department, 
State  House,  Boston,  February  11, 1972. 

Thomas  Vail,  Esquire, 

Chief  Counsel,  Committee  on  Finance, 

Senate  Office  Building,  Washington,  D.C. 

Dear  Mr.  Vail  :  Enclosed  please  find  "An  Evaluation  of  the  General  Relief — 
Division  of  Employment  Security  Program,  Preliminary  Report"  and  copies  of 
a  release  put  out  by  my  Commissioner  of  Public  Welfare  on  that  report.  As  I 
testified  before  the  Committee  on  Finance,  this  report  verifies  the  conclusions 
concerning  efforts  to  secure  employment  for  General  Relief  recipients. 

Several  members  of  the  Committee  requested  additional  information.  I  hope 
the  enclosed  is  sufficient. 

With  best  wishes, 
Sincerely, 

Francis  W.  Sargent. 

Steven  A.  Minter,  Commissioner  of  the  Department  of  Public  Welfare,  is 
publicly  announcing  today  the  completion  of  a  preliminary  study  on  the  recently 
implemented  GR/DES  program.  This  program,  which  was  mandated  by  law,  has 
required  all  employable  General  Relief  recipients  since  October  15,  1971  to  pick 
up  their  checks  at  the  Division  of  Employment  Security. 

Commissioner  Minter  initiated  this  study  when  he  contacted  late  in  September 
Dr.  Martin  Lowenthal,  Ph.  D.,  Director  of  the  Social  Welfare  Regional  Research 
Institute  located  at  Boston  College.  At  this  time  Commissioner  Minter  requested 
that  an  objective  evaluation  of  this  program  be  made  by  the  Institute.  The  Com- 
missioner suggested  that  emphasis  be  placed  on  such  matters  as  the  number  of 
recipients  who  failed  to  pick  up  their  checks  and  why  and  on  the  costs  and 
problems  experienced  in  administering  this  program. 

Having  agreed  to  conduct  this  study,  Dr.  Lowenthal  began  gathering  raw  data 
almost  immediately.  The  Department  of  Public  Welfare  cooperated  fully  in 
supplying  all  possible  data  to  the  researchers.  Staff  persons  as  well  as  partici- 
pants in  the  program  were  interviewed.  This  week  the  preliminary  report  was 
completed.  A  final  report  is  expected  to  be  finished  by  the  end  of  February. 
Dr.  Lowenthal  stated  that  the  final  report  will  not  vary  from  the  conclusions 
stated  in  this  report:  it  will  only  give  a  more  in-depth  analysis. 

Attached  is  a  copy  of  the  summary  of  the  report  as  prepared  by  Dr.  Lowenthal. 
Copies  of  the  full  report  can  be  obtained  upon  request. 

summary  of  findings 

The  General  Relief. — Division  of  Employment  Security  Program  was  initiated 
by  the  Legislature  of  the  Commonwealth  of  Massachusetts  in  the  late  summer  of 
1971  by  the  following  provision  in  the  appropriations  bill :  "that  after  October 
first,  nineteen  hundred  and  seventy-one  every  person  eligible  for  an  assistance 
check  under  chapter  one  hundred  and  seventeen  of  the  General  Laws,  determined 
by  the  Department  to  be  an  employable  person,  shall  receive  such  check  from  the 
nearest  office  of  the  Division  of  Employment  Security."  Littfe.  if  any,  formal 
study  had  preceded  this  provision  so  that  its  effects,  problems,  and  possible 
approaches  toward  implementation  were  generally  unknown.  Further,  the  Legis- 
lature did  not  appropriate  any  additional  funds  at  that  time  to  the  Department 
of  Public  Welfare  or  the  Division  of  Employment  Security  to  develop  a  program 
to  meet  this  new  requirement. 

The  overall  result  of  this  provision  has  been  the  following : 

1.  A  great  deal  of  human  suffering  and  individual  costs  on  the  part  of  those 
clients  who  were  unable  to  obtain  their  checks  and  often  went  long  periods  with- 
out sufficient  funds  to  meet  their  minimal  needs. 

2.  Administrative  costs  of  the  program  in  the  local  offices  of  the  DPW  alone 
run  over  $70,000  a  month,  according  to  our  survey  of  the  social  workers  in  the 
Welfare  Service  Offices  throughout  the  state. 

3.  When  the  costs  of  the  central  administration,  overhead,  and  those  of  the 
Division  of  Employment  Security  are  added  to  this  figure,  it  will  probably  come 
to  two  or  three  times  this  amount. 

4.  Of  those  who  did  not  pick  up  checks.  38.7%  were  ill,  disabled,  or  hospi- 
talized, according  to  two  surveys  on  the  first  pay  period  of  the  program.  Another 
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22.67%  reported  that  they  did  not  know  of  the  new  requirement  and  administra- 
tive errors  by  DES  and  DPW  were  involved  in  15.5%  of  the  cases.  Approximately 
17%  were  already-working — those  who  were  already  working  full  time  were  not 
supposed  to  report,  and  part-time  workers  stated  they  were  working  at  the  time 
of  the  appointment  with  DES. 

5.  Only  220  clients  actually  obtained  jobs  as  of  December  15,  1971  according 
to  departmental  releases. 

6.  Only  5  of  the  20  clients  surveyed,  out  of  the  99  in  Boston  who  got  jobs, 
obtained  employment  through  the  services  of  DES.  Fifteen  reported  they  found 
their  jobs  through  their  own  efforts.  In  other  words,  of  this  small  sample  which 
represents  over  20%  of  those  getting  jobs  in  Boston,  only  25%  obtained  their  jobs 
through  the  new  GR-DES  Program. 

7.  Liberal  estimates  of  the  possible  savings  through  the  program  range  from 
approximately  $51,000  to  $71,000  a  month  from  those  who  do  not  pick  up  their 
check  at  the  employment  office  without  good  cause  and  from  those  who  find 
employment  through  this  program.  These  figures  tend  to  be  somewhat  inflated 
due  to  the  fact  that  they  are  not  adjusted  for  normal  turnover  in  the  General 
Relief  program  and  assume  that  the  average  payments  to  these  individuals  are 
the  same  as  those  for  the  program  as  a  whole. 

8.  Even  if  the  human  costs  are  disregarded,  it  is  obvious  that  the  administra- 
tive costs  alone  far  exceed  the  savings  in  this  program. 

9.  In  fact  the  payroll  for  General  Relief,  not  including  vendor  payments,  went 
down  only  $48,929  from  September  through  December  which  covers  the  first 
months  of  the  program  when  the  highest  savings  were  expected. 

The  total  additional  cost  incurred  by  the  local  offices  of  the  DPW  as  a  result 
of  the  new  GR-DES  program  is  $1.69  per  GR  case  per  payroll  period,  or  $3.38  per 
case  per  month.  This  comes  to  $7.96  per  "unemployable"  GR  client  in  the  month 
of  December.  Since  no  additional  funds  were  appropriated  for  the  program, 
workers  had  to  shift  time  from  other  work  on  the  General  Relief  and  from  work 
on  the  federal  public  assistance  categories.  Approximately  $45,980  in  the  form  of 
worker  time  was  shifted  in  December  from  federal  assistance  categories  to  this 
new  GR-DES  program.  This  made  up  a  large  part  of  the  approximately  $70,642 
worth  of  social  worker  time  spent  on  the  new  program  in  that  month. 

Our  findings  on  the  management  problems  in  administering  the  new  GR-DES 
program  concern  the  Department  of  Public  Welfare  which  asked  the  Institute  to 
look  at  this  subject.  Six  problem  areas  were  identified  which  represent  defi- 
ciencies in  the  administrative  implementation  of  the  program  by  DPW.  These 
were  the  following :  ( 1 )  overloading  of  DPW  staff  in  the  Welfare  Service  Office 
(which  is  obviously  due  to  the  lack  of  additional  funds  for  the  administration 
of  the  program),  (2)  incompatibility  of  DPW  and  DES  operational  definitions 
of  nonemployability,  (3)  problems  arising  from  changes  in  the  General  Relief 
payroll  procedures,  particularly  the  transitional  problems  due  to  the  shift  from 
the  local  Finance  Units  to  a  central  computer  system  for  the  state,  (4)  inadequate 
information  and  training  in  the  new  payroll  procedures  for  the  WSO  payroll 
clerks,  (5)  insufficient  staffing,  equipping,  and  procedures  at  the  GR-DES  Project 
Office,  and  (6)  low  staff  morale  resulting  from  the  manner  in  which  the  changes 
in  the  General  Relief  program  were  developed  and  implemented. 

In  addition,  the  operational  decision  by  the  Department  of  Public  Welfare  to 
consider  clients  "employable"  unless  they  could  be  determined  to  be  "unemploy- 
able" inflated  the  number  who  had  to  report  to  DES,  many  of  whom  were  sub- 
sequently determined  to  be  unemployable.  This  involved  additional  costs  to  DPW, 
to  DES,  and  to  those  clients  who  were  unable  to  report  due  to  illness  and  other 
reasons.  Further,  it  placed  the  burden  on  the  clients  to  prove  to  the  Department 
that  they  were  in  fact  unemployable  and  had  good  cause  for  not  reporting  to 
DES.  This  resulted  in  suffering  for  hundreds  of  clients  and  additional  problems 
for  the  social  workers  to  remedy  incorrect  classifications  and  check  cancellations. 
The  Department  could  have  operated  on  the  opposite  assumption  that  clients 
were  unemployable  unless  determined  to  be  employable.  Those  who  were  seeking 
employment  and  were  obviously  employable  could  have  been  classified  initially 
and  then  on  the  basis  of  a  case-by-case  intensive  review,  those  who  were  found 
to  be  employable  in  the  remainder  of  the  caseload  could  have  been  so  classified. 
This  would  have  involved  fewer  errors  which  resulted  in  client  hardships  and 
marginally  lower  costs  in  following  up  incorrect  classifications.  Further,  it  would 
have  permitted  a  phasing  in  of  the  program  which  would  have  allowed  the 
Department  time  for  training  and  revision  of  procedures  where  problems  arose. 
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Social  Welfare  Regional  Research  Institute, 

Institute  of  Human  Sciences, 

Boston  College, 
Chestnut  Hill,  Mass.,  January  1912. 

Gommissioner  Steven  A.  Minter, 

Department  of  Public  Welfare,  Commonwealth  of  Massachusetts,  Boston,  Mass. 

Dear  Commissioner  Minter:  It  is  my  pleasure  to  forward  to  you  this  pre- 
liminary report  on  the  data  and  findings  of  our  study  of  the  General  Relief- 
Division  of  Employment  Security  Program.  We  plan  to  have  all  the  data  analyzed 
and  be  able  to  present  a  final  report  at  the  end  of  February  1972. 

I  would  appreciate  any  comments  you  may  have  and  additional  information 
that  you  feel  should  be  included  and  assessed.  This  will  help  us  in  preparing  the 
final  parts  of  this  study. 

I  want  to  thank  you  and  your  staff  for  the  generous  cooperation  in  the  develop- 
ment and  implementation  of  this  study. 
Sincerely, 

Martin  Lowenthal,  Ph.  D.,  Director. 
Preface 

'This  study  was  undertaken  at  the  request  of  Commissioner  Steven  Minter  of 
the  Department  of  Public  Welfare.  In  his  charge  to  the  Regional  Research  Insti- 
tute, the  Commissioner  asked  that  an  objective  evaluation  of  the  new  General 
Relief — Division  of  Employment  Security  Program  to  restore  employable  General 
Relief  clients  to  self-support,  be  undertaken  at  the  outset  of  the  program  in 
October.  The  following  points  were  to  be  covered : 

1.  How  many  recipients  failed  to  pick  up  their  checks  and  register,  and  why? 

2.  How  many  recipients  were  placed  in  jobs?  What  kinds  of  jobs  did  recipients 
receive? 

3.  To  what  extent  was  the  administration  of  the  program  probleinmatical,  un- 
manageable or  excessively  expensive? 

Without  financial  assistance  from  the  Department  of  Public  Welfare  but  with 
full  cooperation  and  generous  amounts  of  DPW  time,  the  Social  Welfare  Regional 
Research  Institute  (SWRRI)  at  Boston  College,  which  receives  support  from 
the  Social  and  Rehabilitation  Service  of  the  Department  of  Health,  Education, 
and  Welfare  agreed  to  do  as  much  of  the  study  as  was  permitted  by  its  own  re- 
sources. This  preliminary  report  represents  the  tentative  findings  and  the  initial 
analysis  of  the  data  collected  as  of  the  beginning  of  January  1972.  In  addition, 
the  United  Community  Services  of  Metropolitan  Boston  generously  collaborated 
in  the  study  of  those  recipients  who  did  not  pick  up  their  checks  at  the  DES  by 
conducting  interviews  and  analyzing  the  data  collected  in  those  intervews. 

The  data  and  findings  presented  in  this  report  are  almost  entirely  concerned 
with  the  Department  of  Public  Welfare  portion  of  the  program.  Part  of  the  rea- 
son for  this  was  the  general  lack  of  cooperation  from  the  Division  of  Employment 
Security.  Even  after  making  prior  arrangements  with  the  Division,  researchers 
from  the  Regional  Research  Institute  met  with  resistance  in  attempting  to  assess 
the  implementation  of  procedures  within  the  DES  as  it  dealt  with  the  new  check 
pick-up  program.  After  unsuccessful  visits  to  four  DES  offices,  the  researchers 
decided  to  reallocate  their  time  to  other  parts  of  the  study,  particularly  that 
portion  dealing  with  those  recipients  that  found  jobs  within  the  first  two  months 
of  the  program. 

The  personnel  who  worked  on  this  study  were :  Barry  Bluestone,  Kevin  Far- 
rington,  Michelle  Leary,  Martin  Lowenthal,  'Thomas  Naughton,  Sue  Ellen  Press, 
Mildred  Rein,  Natalie  Weinrebe,  and  Robert  Wintersmith  from  the  Social  Wel- 
fare Regional  Research  Institute ;  Jean  Driscoll  and  Michael  Kerr  from  UCS ; 
and  Steven  Girton,  a  doctoral  candidate  at  M.I.T.  who  worked  on  this  study  with 
the  SWRRI. 

I.  Summary  of  Findings 

The  General  Relief — Division  of  Employment  Security  Program  was  initiated 
by  the  Legislature  of  the  Commonwealth  of  Massachusetts  in  the  late  summer  of 
1971  by  the  following  provision  in  the  appropriations  bill :  "that  after  October 
first,  nineteen  hundred  and  seventy-one  every  person  eligible  for  an  assistance 
check  under  chapter  one  hundred  and  seventeen  of  the  General  Laws,  determined 
by  the  department  to  be  an  employable  person,  shall  receive  such  check  from  the 
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nearest  office  of  the  division  of  employment  security."  Little,  if  any,  formal  study 
had  preceded  this  provision  so  that  its  effects,  problems,  and  possible  approaches 
toward  implementation  were  generally  unknown.  Further,  the  Legislature  did 
not  appropriate  any  additional  funds  at  that  time  to  the  Department  of  Public 
Welfare  or  the  Division  of  Employment  Security  to  develop  a  program  to  meet 
this  new  requirement. 

The  overall  result  of  this  provision  has  been  the  following  : 

1.  A  great  deal  of  human  suffering  and  individual  costs  on  the  part  of  those 
clients  who  were  unable  to  obtain  their  checks  and  often  went  long  periods 
without  sufficient  funds  to  meet  their  minimal  needs. 

2.  Administrative  costs  of  the  program  in  the  local  offices  of  the  DPW  alone 
run  over  $70,000  a  month,  according  to  our  survey  of  the  social  workers  in  the 
Welfare  Service  Offices  throughout  the  state. 

3.  When  the  costs  of  the  central  administration,  overhead,  and  those  of  the 
Division  of  Employment  Security  are  added  to  this  figure,  it  will  probably  come 
to  two  or  three  times  this  amount. 

4.  Of  those  people  who  did  not  pick  up  checks,  38.7 %  were  ill,  disabled,  or  hos- 
pitalized, according  to  two  surveys  on  the  first  pay  period  of  the  program.  Another 
22.67%  reported  that  they  did  not  know  of  the  new  requirement  and  adminis- 
trative errors  by  DES  and  DPW  were  involved  in  15.5%  of  the  cases.  Approxi- 
mately 17%  were  already  working — those  who  were  already  working  full  time 
were  not  supposed  to  report,  and  part-time  workers  stated  they  were  working 
at  the  time  of  the  appointment  with  DES. 

5.  Only  220  clients  actually  obtained  jobs  as  of  December  15,  1971  according 
to  departmental  releases. 

6.  Only  5  of  the  20  clients  surveyed,  out  of  the  99  in  Boston  who  got  jobs,  ob- 
tained employment  through  the  services  of  DES.  Fifteen  reported  they  found 
their  jobs  through  their  own  efforts.  In  other  words,  of  this  small  sample  which 
represents  over  20%  of  those  getting  jobs  in  Boston,  only  25%  obtained  their 
jobs  through  the  new  GR-DES  Program. 

7.  Liberal  estimates  of  the  possible  savings  through  the  program  range  from 
approximately  $51,000  to  $71,000  a  month  from  those  who  do  not  pick  up  their 
check  at  the  employment  office  without  good  cause  and  from  those  who  find 
employment  through  this  program.  These  figures  tend  to  be  somewhat  inflated  due 
to  the  fact  that  they  are  not  adjusted  for  normal  turnover  in  the  General  Relief 
program  and  assume  that  the  average  payments  to  these  individuals  are  the 
same  as  those  for  the  program  as  a  whole. 

8.  Even  if  the  human  costs  are  disregarded,  it  is  obvious  that  the  administra- 
tive costs  alone  far  exceed  the  savings  in  this  program. 

9.  In  fact  the  payroll  for  General  Relief,  not  including  vendor  payments,  went 
down  only  $48,929  from  September  through  December,  which  covers  the  first 
months  of  the  program  when  the  highest  savings  were  expected. 

The  total  additional  cost  incurred  by  the  local  offices  of  the  DPW  as  a 
result  of  the  new  GR-DES  program  is  $1.69  per  GR  case  per  payroll  period,  or 
$3.38  per  case  per  month.  This  comes  to  $7.96  per  "unemployable"  GR  client  in 
the  month  of  December.  Since  no  additional  funds  were  appropriated  for  the 
program,  workers  had  to  shift  time  from  other  work  on  the  General  Relief  and 
from  work  on  the  federal  public  assistance  categories.  Approximately  $45,980  in 
the  form  of  worker  time  was  shifted  in  December  from  federal  assistance  cate- 
gories to  this  new  GR-DES  program.  This  made  up  a  large  part  of  the  approxi- 
mately $70,642  worth  of  social  worker  time  spent  on  the  new  program  in  that 
month. 

Our  findings  on  the  management  problems  in  administering  the  new  GR-DES 
program  concern  the  Department  of  Public  Welfare  which  asked  the  Institute  to 
look  at  this  subject.  Six  problem  areas  were  identified  which  represent  defi- 
ciencies in  the  administrative  implementation  of  the  program  by  DPW.  These 
were  the  following:  (1)  overloading  of  DPW  staff  in  the  Welfare  Service  Of- 
fices (which  is  obviously  due  to  the  lack  of  additional  funds  for  the  administra- 
tion of  the  program),  (2)  incompatibility  of  DPW  and  DES  operational  defini- 
tions of  nonemployability,  (3)  problems  arising  from  changes  in  the  General 
Relief  payroll  procedures,  particularly  the  transitional  problems  due  to  the 
shift  from  the  local  Finance  Units  to  a  central  computer  system  for  the  state,  (4) 
inadequate  information  and  training  in  the  new  payroll  procedures  for  the  WSO 
payroll  clerks,  (5)  insufficient  staffing,  equipping,  and  procedures  at  the  GR-DES 
Project  Office,  and  (6)  low  staff  morale  resulting  from  the  manner  in  which  the 
changes  in  the  General  Relief  program  were  developed  and  implemented. 
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In  addition,  the  operational  decision  by  the  Department  of  Public  Welfare  to 
consider  clients  "employable"  unless  they  could  be  determined  to  be  "unemploy- 
able" inflated  the  number  who  had  to  report  to  DBS,  many  of  whom  were  sub- 
sequently determined  to  be  unemployable.  This  involved  additional  costs  to  DPW, 
to  DBS,  and  to  those  clients  who  were  unable  to  report  due  to  illness  and  other 
reasons.  Further,  it  placed  the  burden  on  the  clients  to  prove  to  the  Department 
that  they  were  in  fact  unemployable  and  had  good  cause  for  not  reporting  to 
DBS.  This  resulted  in  suffering  for  hundreds  of  clients  and  additional  problems 
for  the  social  workers  to  remedy  incorrect  classifications  and  check  cancella- 
tions. The  Department  could  have  operated  on  the  opposite  assumption  that 
clients  were  unemployable  unless  determined  to  be  employable.  Those  who  were 
seeking  employment  and  were  obviously  employable  could  have  been  classified 
initially  and  then  on  the  basis  of  a  case-by-case  intensive  review,  those  who  were 
found  to  be  employable  in  the  remainder  of  the  caseload  could  have  been  so 
classified.  This  would  have  involved  fewer  errors  which  resulted  in  client 
hardships  and  marginally  lower  costs  in  following  up  incorrect  classifications. 
Further,  it  would  have  permitted  a  phasing  in  of  the  program  which  would  have 
allowed  the  Department  time  for  training  and  revision  of  procedures  where 
problems  arose. 

II.  Reasons  Given  by  General  Relief  Recipients  for  Not  Reporting 
to  D.E.S.  During  October  15  to  October  29  Period,  1971 

The  check  period  of  October  15  to  October  29  was  the  first  period  wherein 
"employable"  General  Relief  recipients  were  required  to  obtain  their  assistance 
checks  at  local  offices  of  the  Division  of  Employment  Security.  A  total  of  11,507 
such  individuals  in  the  State  of  Massachusetts  were  sent  notification  by  the 
Department  of  Public  Welfare,  to  report  at  a  scheduled  time  within  the  above 
period.  Three  hundred  and  fifty  of  these  notifications  to  report  were  returned 
by  the  post  office.  Of  the  remainder  9,016  recipients  reported  and  2,141  or  18% 
who  ostensibly  had  been  notified  did  not  report.  In  the  following  check  period 
of  November  1  to  November  15,  2,063  out  of  10,087  or  20%  did  not  report.  This 
section  is  concerned  with  the  reasons  for  not  reporting  during  the  first  period  of 
October  15  to  29. 

The  methodology  used  to  study  the  reasons  for  not  reporting  to  D.E.S.  was 
twofold :  (1)  By  questionnaire  sent  by  mail  to  all  those  in  Massachusetts  who  did 
not  report,  asking  for  a  voluntary  and  anonymous  reply  by  mail,  (2)  by  personal 
interview  of  a  random  sample  of  all  those  in  Boston  and  Lowell  who  did  not 
report  to  D.E.S.  for  the  October  15  pay  period  and  who  indicated  a  willingness 
to  be  intreviewed  by  not  mailing  back  a  card  stating  unwillingness. 

The  questionnaire  dealt  purely  with  a  list  of  reasons  for  not  reporting  including 
an  "other"  category  where  the  respondent  could  write  in  alternative  or  additional 
reasons,  elaboration  or  clarification.  The  interview  schedule  was  much  more  de- 
tailed and  contained  questions  about  sex,  age,  race,  residential  area,  type  of  hous- 
ing, household  composition,  procedures  of  D.P.W.  and  D.E.S.  regarding  notifica- 
tion to  report  and  follow-up,  maintenance  and  sources  of  income,  and  work  history 
and  employability. 

Both  methods  of  study  dealt  with  samples  of  voluntary  respondents.  Both 
samples  are  not  exclusive  and  to  some  extent,  undoubtedly  overlap.  This  was 
unavoidable  since  the  reply  to  the  questionnaire  had  to  be  anonymous  to  insure 
a  large  enough  number  of  replies.  Out  of  2100  that  were  mailed,  600  completed 
forms  were  returned.  The  random  sample  of  those  to  be  interviewed  personally, 
included  244  names  and  addresses.  Of  these,  at  least  40  individuals  were  no 
longer  at  the  addresses  reported.  This  preliminary  report  deals  with  data  on  79 
interviews.  Forty  additional  interviews  will  be  conducted  later.  Since  there  is  an 
undetermined  amount  of  duplication  of  respondents,  the  questionnaire  sample  and 
the  interview  sample  will  be  analyzed  separately  rather  than  cumulatively  and 
then  compared  with  each  other. 

The  results  of  the  questionnaire  contain  an  analysis  of  distribution  of  reasons 
and  of  the  number  of  times  each  reason  appeared  in  the  600  returns.  The  ques- 
tionnaire listed  13  reasons,  but  the  "other"  category  resulted  in  the  addition  of 
three  new  reasons :  hospitalization,  reclassification,  and  administrative  error, 
which  made  16  in  all.  There  were  1034  instances  of  these  16  reasons.  Sixty 
percent  of  respondents  gave  only  one  reason  while  40%  checked  multiple  reasons. 
Thirty-eight  percent  of  respondents  wrote  in  "other"  reasons.  TABLE  I  distri- 
butes respondents  by  reason  while  TABLE  II  illustrates  the  distribution  of 
reasons. 
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TABLE  1.-DISTRIBUTI0N  OF  RESPONDENTS  BY  REASONS  FOR  FAILURE  TO  REPORT  TO  D.E.S. 

OCT.  15-29,  1971 


Percent 
of  total 
number  of 
respondents 
giving  this 
Number  of       reason  (600 
instances  respondents) 


Reason: 

1.  Didn't  know     136  22.67 

2.  Couldn't  leave  house— had  to  care  for  someone   21  3.50 

3.  Too  far  to  travel   41  6.  83 

4.  Too  sick  or  disabled  to  go   184  30.  67 

5.  Working  full  time   57  9.50 

6.  Working  part  time   23  3.83 

Not  sure  I  was  entitled  to  check: 

7.  Have  other  income   61  10. 17 

8.  New  welfare  rules   44  7.33 

Did  not  want  to  go  to  employment  office: 

9.  Am  already  working  j   44  7.33 

10.  Cannot  work   67  11. 17 

11.  Am  too  old   22  3.67 

12.  Am  disabled   92  15.33 

13.  Must  care  for  someone  in  house   16  2.67 

14.  Hospitalized   46  7.67 

15.  Reclassified   87  14. 50 

16.  Error   93  15. 50 


TABLE  2.— DISTRIBUTION  OF  TOTAL  NUMBER  OF  REASONS  GIVEN  FOR  FAILURE  TO 
REPORT  TO  D.E.S.,  OCT.  15-29, 1971 


Percent  of 
Number  of     total  number 
instances        of  reasons 


Reason: 

1.  Didn't  know     136  13.14 

2.  Couldn't  leave  house,  had  to  care  for  someone     21  2.03 

3.  Too  far  to  travel     41  3.97 

4.  Too  sick  or  disabled  to  go    184  17.  79 

5.  Working  full  time      57  5.51 

6.  Working  part  time        23  2.22 

Not  sure  I  was  entitled  to  check: 

7.  Have  other  income     __  61  5.90 

8.  New  welfare  rules    44  4.26 

Did  not  want  to  go  to  employment  office: 

9.  Am  already  working        44  4.26 

10.  Cannot  work       67  6.48 

11.  Am  too  old        22  2.13 

12.  Am  disabled        92  8.90 

13.  Must  care  for  someone  in  house     16  1.55 

14.  Hospitalized       46  4.45 

15.  Reclassified...       87  8.41 

16.  Error          93  8.99 


Total  reasons      1,034  99.99 


The  two  tables  clearly  indicate  that  the  reason  given  most  frequently  for 
not  having  reported  to  D.E.S.  was  "too  sick  or  disabled  to  go."  This  response 
was  offered  by  31%  of  the  respondents  and  there  were  184  such  instances  which 
accounted  for  18%  of  total  reasons.  The  next  largest  category  "didn't  know" 
was  cited  by  23%  of  respondents  and  appeared  136  times  which  accounted 
for  13%  of  total  reasons. 

Adding  category  (4)  to  category  (12),  but  subtracting  66  of  these  as  dupli- 
catory,  there  were  210  persons  who  listed  illness  or  disability  as  a  reason.  In 
addition,  of  the  46  instances  of  "hospitalized,"  if  also  adjusted  for  duplication, 
22  can  be  added  to  make  a  total  of  232  persons  who  were  disabled.  This  represents 
38.7%  of  all  respondents. 

The  category  "didn't  know"  can  be  combined  with  "error"  in  order  to  arrive 
.at  a  figure  of  those  that  could  be  viewed  as  temporary.  Eliminating  duplicated 
responses  (32)  and  adding  these  categories,  the  total  is  197  persons  or  about 
33%  of  the  respondents. 
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In  regard  to  those  who  did  not  report  to  D.E.S.  because  they  were  working, 
we  can  add  the  part-time  and  full-time  categories  and  get  a  sum  of  80  to  which 
can  be  added  17  unduplicated  responses  of  "already  working"  under  (9)  to 
become  97  who  are  ,at  work,  or  approximately  17%. 

The  Results  of  the  Interviews  showed  a  distribution  of  reasons  for  not  having 
reported  to  D.E.S.  remarkably  like  the  distribution  in  the  questionnaire  phase 
of  the  study.  Thirty-eight  percent  of  respondents  said  that  they  were  ill.  Just 
as  the  questionnaire  data  shows  that  23%  of  the  respondents  "didn't  know" 
they  were  supposed  to  report  to  D.E.S.,  the  interviews  illustrate  that  30%  of 
those  79  respondents  said  they  did  not  receive  a  notice  from  the  D.P.W.  in  regard 
to  this  requirement.  An  .additional  22%  said  they  had  gone  to  D.E.S.  at  the  sched- 
uled time  and  out  of  these,  one-third  said  their  checks  were  not  at  D.E.S.  and 
consequently  they  did  not  receive  them.  In  the  interview  results,  22%  responded 
that  they  were  working  and  therefore  could  not  report  to  D.E.S. 

The  types  of  illness  were  not  noted  but  the  interviewers  were  asked  to  give 
an  estimate  of  visible  handicaps  of  the  total  sample  which  was  categorized  as 
follows : 

Visible  handicaps  of  all  respondents  as  noted  by  interviewers 


Type  of  handicap :  respondents 

Feeble,  senile,  confused   3 

Alcoholic    5 

Difficulty  walking   9 

Back  brace   1 

Asthma,  emphysema,  labored  breathing   4 

Injury   3 

Old,  infirm,  frail   8 

More  than  one   1 


Total   37 

No  visible  handicap   63 


Total  (N-79)  100 


Some  of  the  responses  which  indicated  illness  probably  indicated  temporary 
illness,  but  the  independent  interviewer  designation  of  illness  which  came  to 
37%  of  the  whole  sample  as  noted  above  clearly  concerned  more  serious  illness 
having  some  bearing  on  employability.  In  addition,  out  of  79  respondents,  31  said 
that  they  were  not  able  to  work  and  out  of  these,  62%  (a  quarter  of  the  total 
respondents)  gave  illness  as  the  reason. 

The  most  frequent  reason  given  by  respondents  in  both  parts  of  the  study  for 
not  reporting  to  D.E.S.  was  illness.  The  significance  of  this  finding  can  be,  to 
some  extent,  evaluated  by  relating  it  to  date  on  the  total  General  Relief  caseload 
and  DPW  procedure  and  practice  regarding  illness. 

The  Survey  of  General  Assistance  in  Massachusetts  (1971)  concludes  that  "in 
nearly  one-half  of  the  cases  physical  or  mental  illness  or  handicaps  contributed 
to  the  need  for  assistance."  This  is  well  borne  out  by  total  caseload  data  which 
indicates  that  37%  of  adults  whose  cases  are  known  and  recorded  were  unem- 
ployed for  reasons  of  illness,  this  being  the  most  frequent  reason  for  termination 
of  employment.  Similarly  among  the  reasons  for  application  to  General  Relief, 
14,000  concerned  some  form  of  illness  of  adults  out  of  62,000  reasons  (23%)  in 
33,000  cases  (42%).  The  analysis  of  services  received  by  adult  recipients  also 
reveals  that  14,551  medical  or  psychiatric  services  were  rendered  out  of  23,128 
recorded  services  (63%).  Medical  care  alone  was  obtained  by  40%  of  the  case- 
load and  was  the  most  frequently  provided  service. 

Given  the  assumption  that  such  a  large  part  of  the  General  Relief  caseload  ap- 
pears to  have  some  condition  of  illness,  the  issue  of  to  what  extent  the  category  of 
Disability  Assistance  plays  a  part,  should  be  taken  into  account.  According  to 
the  Survey  of  General  Assistance,  in  only  20%  of  General  Relief  cases  was  eligi- 
bility for  Disability  Assistance  explored.  Out  of  7,106  cases  that  were  submitted 
to  the  Medical  Review  Team  for  certification,  as  many  as  2.512  or  almost  one-third 
were  denied.  So  that  a  low  proportion  of  cases  are  referred  and  a  high  propor- 
tion denied.  In  addition,  only  7  DPW  offices  use  the  presumptive  Disability  Assist- 
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ance  category  for  all  pending  Disability  Assistance  cases,  while  19  offices  use  it 
for  obvious  cases  only,  and  in  9  offices  it  is  not  used  at  all. 

But  Disability  Assistance  applies  only  to  the  permanently  and  totally  disabled. 
There  should  be  ways  of  ascertaining  temporary  disability  in  regards  to  employ- 
ability.  Before  the  new  system  of  reporting  to  D.E.S.  was  instituted,  the  recip- 
ient who  claimed  to  be  too  ill  to  work  had  to  present  verification  of  this  obtained 
by  himself.  However,  it  appears  that  this  was  not  enforced  in  any  comprehensive 
way,  so  that  in  the  initial  periods  of  this  program,  a  large  number  of  recipients  in 
this  category  would  not  have  obtained  this  verification  and  would  have  been 
deemed  "employable"  as  a  result.  Since  the  new  requirement  has  gone  into  effect, 
2,400  General  Relief  recipients  have  obtained  this  verification. 

Error,  according  to  the  questionnaire,  aside  from  the  136  responses  of  "I  don't 
know"  (and  eliminating  duplicate  responses),  left  61  instances  of  other  type 
errors.  Fifteen  of  these  were  "went  to  D.E.S.  but  check  was  not  there"  ;  the  bal- 
ance included  such  categories  as  :  "social  worker  told  me  to  go  on  the  wrong  day," 
"was  notified  too  late,"  "sent  to  the  wrong  D.E.S.  office,"  and  many  other  assorted 
designations.  The  Social  Welfare  Regional  Institute  which  conducted  the  ques- 
tionnaire aspect  of  the  study,  also  received  about  50  telephone  calls  from  respond- 
ents in  response  to  the  ouQ  tionnaire.  A1  though  the  content  of  these  calls  was  not 
recorded,  the  impression  is  that  at  least  30  of  these  calls  were  about  mix-ups 
regarding  the  new  procedure,  and  resulting  missed  checks,  about  which  recipients 
were  asking  advice  and  assistance. 

The  third  largest  reason  that  respondents  gave  for  not  picking  up  checks  was 
that  they  were  work  nn.  is  findine  should  be  related  to  the  state  of  the  General 
Relief  caseload  in  regards  to  employment  before  the  current  program  went  into 
effect.  At  the  time  of  that  study  (1971)  7%  of  the  adult  caseload  were  employed 
either  full  or  part-time  receiving  General  Relief  supplementation.  Only  4,773  out 
of  41,458  persons  were  registered  with  D.E.S.  Thirty-five  percent  of  total  adult 
recipients  and  60%  of  those  known  and  recorded  had  no  marketable  skills.  A  much 
smaller  proportion — 23%  of  all  adult  recipients  and  40%  of  those  known  and 
recorded  did  have  marketable  skills.  Nevertheless,  only  33%  of  all  and  forty-three 
percent  of  the  known  and  recorded  had  been  regularly  employed,  sporadically 
employed,  or  seasonally  employed. 

The  date  of  this  study  snow  s  that  17%  to  22%  of  the  respondents  indicated 
that  they  did  not  report  to  D.E.S.  because  they  were  already  working.  We  can 
assume  that  a  certain  proportion  of  these,  as  suggested  from  the  overall  case- 
load, were  obtaining  and  entitled  to  supplementation.  A  certain  proportion  of 
these,  no  doubt,  were  part  of  the  group  that  is  usually  closed  each  month ;  17% 
are  closed  each  month  but  the  amount  closed  for  employment  is  not  known. 
In  addition,  we  must  allow  for  administrative  error  as  those  already  at  full- 
time  work  were  not  to  be  referred  to  D.E.S.  but  apparently  many  of  them  in- 
correctly were  so  referred.  The  data  does  not  permit  us  to  make  this  analysis 
of  those  at  work  in  any  more  specific  terms  than  these.  It  is  apparent,  however, 
from  the  over-all  caseload  data  that,  as  a  whole,  the  General  Relief  caseload 
seems  to  consist  mainly  of  sporadic  and  seasonal  workers  who  have  marginal 
skills  and  who  have  a  high  rate  of  return  to  General  Relief.  It  is  not  clear  then, 
at  which  point  in  the  work  continuum  this  17%  to  22%  falls. 

It  sould  be  noted  that  out  of  the  2141  recipients  who  did  not  meet  the  require- 
ment of  reporting  to  D.E.S.  to  obtain  their  assistance  checks,  600  or  28%  replied 
to  the  questionnaire  and  79  were  interviewed.  Both  samples  may  have  over  rep- 
resented those  clients  with  good  cause  due  to  the  voluntary  nature  of  the  sur- 
veys. However,  the  anonymous  nature  of  the  questionnaire  would  tend  to  offset 
this  potential  bias  somewhat. 

Of  those  who  did  respond,  the  major  reasons  for  not  having  complied  with 
requirements  were  illness,  error  and  work,  in  that  order.  What  is  important  to 
understand  is  the  hardship  that  prevented  compliance  and  that  resulted  from 
non-compliance.  People  were  either  too  ill  to  report  or  too  ill  to  consider  work. 
Errors  resulted  in  both  confusion  and  deprivation  which  was  clearly  illustrated 
by  the  data  and  corroborated  by  the  phone  calls  received.  Some  respondents  who 
had  good  cause  thought  they  had  been  simply  dropped  from  the  roles  and  did 
not  know  how  to  deal  with  the  situation.  Many  of  these  were  still  having  diffi- 
culties at  the  time  of  the  survey.  These  hardships  may  be  the  highest  cost  im- 
posed by  the  program,  falling  on  those  who  may  be  least  able  to  cope  with 
poverty  and  the  administrative  structures. 
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III.  Genegal  Relief  Recipients  Who  Obtained  Employment  Through  the 

Check  Pick-Up  System 

The  ultimate  goal  of  the  check  pick-up  system  is  to  restore  "employable" 
General  Relief  recipients  back  to  self  support.  Out  of  the  original  9,016  recipi- 
ents who  reported  to  D.E.S.,  only  220  actually  obtained  jobs  as  of  December  15, 
1971.  This  figure  represents  only  2.4%  of  those  who  reported  in  October  and  4.3% 
of  those  found  referrable  by  D.E.S.  Further,  it  is  reasonable  to  expect  that  many 
employable  recipients  would  nave  found  jobs  through  their  own  efforts  without 
having  to  sign  up  for  work  at  D.E.S.  to  obtain  their  checks. 

In  order  to  understand  the  job-finding  process,  a  survey  of  99  recipients  who 
supposedly  received  jobs  through  D.E.S.  was  conducted  in  the  Boston  area.  In 
this  survey  we  attempted  to  get  a  qualitative  picture  of  the  recipients'  work 
and  welfare  history,  present  job  characteristics,  and  their  job-finding  habits. 
The  results  of  the  survey  proved  to  be  most  interesting.  Of  the  70  recipients  who 
were  willing  to  be  interviewed,  a  quick  survey  of  21  recipients  revealed  that  15 
obtained  their  own  jobs  without  the  aid  of  D.E.S.  According  to  their  statements, 
all  did  in  fact  sign  up  for  work  at  D.E.S.,  but  only  5  actually  received  jobs 
through  D.E.S.  (one  claimed  he  did  not  get  a  job).  The  results  can  be  seen  as 
indicative  of  a  phenomenon  in  which  many  General  Relief  recipients  tend  to 
obtain  jobs  on  their  own  initiative. 

Of  those  20  people  surveyed  who  said  they  had  gotten  jobs,  only  25%  were 
placed  through  referrals  by  D.E.S.  Projecting  this  figure  to  the  population  of 
those  who  got  jobs,  approximately  55  clients  would  be  expected  to  have  been 
placed  by  D.E.S.  This  last  figure  must  be  qualified  by  the  realization  that  the 
number  of  people  surveyed,  while  21%  of  those  finding  employment  in  the  Bos- 
ton area  and  almost  10%  of  those  in  the  state,  is  a  small  sample,  not  randomly 
selected.  Projections  on  this  basis  are  subject  to  possible  errors,  but  the  findings 
and  projection  do  indicate  a  probable  pattern  to  the  job  finding  process. 

One  recipient  who  is  employed  as  a  hospital  housekeeper  earning  $1.85  per 
hour  obtained  her  job  through  her  own  efforts.  Since  she  felt  that  there  were 
"no  other  opportunities  available,"  she  made  the  decision  to  "do  it  myself."  As 
a  result  of  applications  to  a  local  hosiptal,  she  obtained  a  job  similar  in  nature 
to  that  of  her  previous  work  experience.  Commenting  on  the  welfare  regulations 
requiring  her  to  sign  up  for  work  at  DES,  she  felt  that  the  system  was  ineffective 
and  described  it  as  "just  more  talk." 

Another  recipient  interviewed  did  obtain  a  job  through  DES.  She  inspects 
razor  blades  which  is  also  similar  to  what  she  had  been  doing  on  her  last  job. 
Since  she  obtained  her  last  job  through  DES,  she  felt  that  it  would  be  easier 
to  get  a  job  through  the  employment  service  again. 

These  examples  suggest  that  recipients  who  have  had  previously  successful 
experiences  with  DES  in  obtaining  jobs  might  have  used  the  employment  service 
anyway.  Whether  they  were  required  to  pick  up  their  checks  or  not.  However, 
for  those  15  recipients  in  our  survey  who  did  not  get  jobs  through  DES,  their 
job  finding  experiences  had  always  been  through  other  means :  friends,  news- 
paper ads,  or  on  their  own  initiative.  They  continued  looking  for  employment 
while  on  relief,  and  after  a  few  months  duration  were  able  to  restore  themselves 
to  self-support.  In  this  survey,  we  found  no  instances  in  which  people  were 
working  and  receiving  relief  at  the  same  time. 

Considering  the  very  small  number  of  recipients  who  have  been  able  to  obtain 
employment  since  the  system  began  on  October  15,  1971,  and  also  considering 
the  very  small  number  of  recipients  who  actually  obtained  employment  through 
DES,  the  check  pick-up  system  appears  to  be  relatively  ineffective  in  achieving 
its  goal  of  restoring  General  Relief  recipients  back  to  self-support  through  em- 
ployment services. 

Further  research  is  needed  to  determine  the  connection  between  employment 
history,  experiences  with  DES,  and  job  finding  success.  Other  General  Relief  re- 
cipients such  as  those  who  have  not  been  able  to  obtain  jobs,  should  be  surveyed 
as  well. 

IV.  Manageability  and  Cost 
introduction 

Two  aspects  of  the  new  GR  procedure  will  be  discussed  in  this  section:  (1) 
problems  of  manageability  and  (2)  additional  cost.  In  brief,  this  section  is  an 
attempt  to  get  at  the  Commissioner's  third  charge :  "To  what  extent  was  the  ad- 
ministration of  the  program  problematic,  unmanageable  or  expensive  ?"  The  find- 
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ings  contained  herein  are  based  on  field  visits  to  selected  Welfare  Service  Offices 
and  to  the  Project  GR-DES  office  at  43  Hawkins  St.,  Boston.  The  quantitative 
remarks  rely  on  responses  to  a  questionnaire  concerning  additional  time  given 
to  the  new  GR  procedure,  sent  to  all  workers  and  other  staff  involved  in  the  new 
GR  procedure  in  all  WSO's  in  the  Commonwealth. 

FINDINGS    ON  MANAGEABILITY 

Although  some  of  the  problems  in  the  administration  of  the  new  GR  procedure 
are  doubtless  attributable  to  the  fact  that  the  system  has  been  in  effect  only 
a  short  time,  six  major  problem  areas  were  discovered  from  field  visits.  Each 
problem  area  represents  the  most  striking  and  significant  deficiencies  in  the  ad- 
ministration which  cannot  be  written  off  as  temporary  aberrations  due  to  the 
transition.  The  six  problem  areas  are : 

1.  Overloading  of  GR  staff  in  WSO's 

2.  Incompatability  of  DPW  and  DES  opera tionalization  of  employability 

3.  Problems  arising  from  change  in  GR  payroll  procedure — from  local 
Finance  Units  to  a  central  computer  for  the  state 

4.  Inadequate  information  and  training  in  new  payroll  procedures  for 
WSO  payroll  clerks 

5.  Insufficient  staffing,  equipping,  and  procedures  at  the  new  Project  GR- 
DES  office 

6.  Low  staff  morale  resulting  from  the  way  in  which  changes  in  GR  were 
implemented. 

1.  Overloading  of  GR  Staff  in  WSO's 

We  found  workers  and  payroll  clerks  of  WSO's  hard  pressed  to  fit  in  the  addi- 
tional tasks  necessitated  by  the  new  procedures  for  GR.  Whereas  before  GR  had 
been  a  low  priority  program  which  required  little  time  on  the  part  of  the  staff — 
priorities  going  to  federal  category  programs,  especially  AFDC — the  new  GR 
procedures  suddenly  thrust  GR  to  center  stage.  Workers  had  to  take  time  from 
federal  categories  to  review  their  GR  caseload,  to  make  necessary  determinations 
of  employment  capablities  of  recipients  (fill  out  Form  GR-DES  1),  keep  up-to- 
date  on  Form  8660's  returned  daily  from  DES,  follow  up  on  clients  who  didn't 
pick  up  checks  or  follow  up  with  the  Project  Office  for  checks  not  received. 

Many  workers1  claimed  that  whereas  before  GR  had  taken  a  few  hours  of  their 
time  a  week,  it  now  required  twice  to  three  times  as  much  attention.  Many 
worked  overtime  during  the  first  month.  Some  came  in  on  their  own  time  or  stayed 
later  to  keep  up  with  the  paperwork,  in  order  not  to  detract  time  during  the 
work  day  from  seeing  clients,  making  home  visits,  troubleshooting  problems  with 
checks,  and  doing  work  for  the  other  categories.  Many  said  they  felt  more  like 
clerks  than  social  workers  as  so  much  of  the  time  demanded  by  the  new  proce- 
dures involved  filling  out  forms,  especially  the  8660's  from  DES.  They  felt  es- 
pecially desk-bound  as  a  change  in  AFDC  had  come  through  at  the  same  time  as 
the  new  GR  procedure,  requiring  additional  time  to  re-compute  the  budgets  for 
the  AFDC  clients  in  their  caseload. 

WSO's  with  specialized  GR  units  were  especially  hard  hit  as  they  are  usually 
large  offices  where  the  caseload  is  heavy  and  the  staff  severely  shorthanded. 
Prior  to  the  change  many  were  doing  little  more  than  providing  "over-the-counter 
service"  to  the  GR  clients  who  walked  in  the  door.  In  many  cases  they  had  to 
bring  in  staff  from  other  units  or  find  temporary  help  to  manage  the  initial  re- 
view to  determine  which  category — employable  or  non-employable — in  which  to 
place  their  GR  cases.  In  one  office  the  GR  caseload  dropped  from  over  700  to 
under  500  during  this  review  process  by  simply  closing  out  cases  who  left  the 
rolls  long  ago  but  the  undermanned  staff  had  not  gotten  to  review  the  files 
previously.  (Payroll  clerks  were  also  hard-hit  by  the  change.  This  problem  will 
be  discussed  in  item  #4  below) 

2.  Incompatibility  of  DPW  and  DES  Operationalization  of  Employability 
One  of  the  most  difficult  and  time  consuming  problems  in  the  new  procedure 

for  all  parties — social  workers,  employment  counselors,  and  clients — isi  the  basic 
conflict  between  the  operating  procedures  with  regard  to  employability  of  the  two 
agencies  participating  in  the  program.  DPW  operates  as  if  a  GR  recipient  is  em- 
ployable unless  specifically  exempted  (refer  to  State  Letter  283).  The  six  cate- 
gories of  exemptions  listed  in  the  State  Letter  provided  the  grounds  for  deeming 
a  recipient  non-employable.  In  order  to  classify  a  client  as  non-employable  the 
social  worker  had  to  fill  out  Form  GR-DES  1 — stating  the  reasons  for  the  exemp- 
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tions  and  verifying  it.  A  worker  is  thus  under  severe  pressure  to  place  a  recipient 
in  the  employable  category  unless  he  can  produce  written  verification  to  the 
contrary  in  the  recipient's  file  (i.e.,  in  most  cases,  a  doctor's  letter).  Then,  and 
only  then,  is  the  recipient  placed  in  the  non-employalble  category. 

However,  DES  operated  on  the  opposite  set  of  assumptions.  Despite  written 
instructions  to  the  contrary,  we  found  in  practice  that  DES  staff  operate  from 
the  premise  that  a  client  is  considered  employable  only  if  he  is  potentially  em- 
ployable, i.e.,  has  work  related  characteristics — age,  sex,  previous  work  experi- 
ence, education — which  make  it  likely  for  him  to  be  placed  in  a  job  or  in  a  train- 
ing program.  Employment  counselors  at  DES  are  under  pressure  to  deem  employ- 
able only  those  GR  recipients  who  are  likely  to  be  placed  and  to  deem  non-employ- 
able those  with  little  chance  of  placement.  This  approach  serves  two<  purposes  for 
DES  staff.  First  it  conserves  staff  time — the  employment  counselor  does  not  have 
to  continually  see  clients  who  are  not  likely  to  get  jobs.  Secondly,  it  produces 
good  monthly  reports — the  rate  of  placements  per  number  of  active  cases  is  not 
depressed  by  a  large  pool  of  clients  who  are  not  likely  to  get  jobs. 

The  result  of  these  conflicting  agency  positions  is  that  many  GR  recipients  find 
themselves  constantly  shuttled  back  and  forth  between  the  WSO  and  DES  office. 
The  worker  classifies  the  client  as  employable  and  sends  him  to  DES.  At  DES  the 
employment  counselor  interviews  the  recipient,  finds  him  or  her  not  likely  to  be 
employed  and  sends  the  Form  8660  back — checked  #9,  non-employable.  The  work- 
er must  then  follow  up — find  out  why  the  recipient  was  marked  non-employable 
and  try  to  get  verification  in  order  to  fit  the  recipient  into  one  of  the  exemptions 
for  non-employability.  The  recipient  often  does  not  qualify  for  an  exemption  and 
is  sent  back  to  DES  where  the  process  is  repeated. 

We  further  discovered  that  these  and  other  problems  in  the  relations  between 
the  local  WSO  and  DES  offices  were  more  or  less  difficult  depending  on  the  quality 
of  previous  relations  between  the  two  offices  prior  to  new  regulations.  Where 
two  offices  were  in  close  proximity,  e.g.,  WSO  and  DES  offices  in  the  same 
city  or  town — and  had  worked  together  before,  i.e.,  workers  had  taken  the  pre- 
vious department  requirement  that  GR  recipients  visit  DES  once  a  month  as  a 
beginning  point  for  working  with  the  local  DES  staff  to  find  the  recipient  a  job— 
both  were  better  able  to  manage  the  conflicts  arising  from  opposing  agency  pur- 
poses with  regard  to  the  new  procedure.  Further,  the  free  flow  of  information 
between  worker  and  DES  staff  prior  to  the  new  regulations  facilitated  communica- 
tions under  the  new  system.  Information  about  a  client  which  was  valuable  in 
placing  him  in  a  job  was  not  provided  for  in  the  new  procedure.  The  Form  8660 
proved  inefficient  for  exchanging  the  type  of  information  needed  by  either  the 
social  worker  or  DES  staff. 

The  example  given  by  a  worker  at  one  WSO  we  visited  illustrates  the  problem  : 
A  GR  recipient  with  no  physical  disability  showed  up  at  the  DES  office  hunched 
over  a  cane.  Through  previous  contact  with  the  DES  staff,  the  worker  was  able 
to  correct  this  false  impression  and  to  get  the  recipient  placed.  In  the  same 
office  we  also  found  a  number  of  cases  of  recipients  who  could  not  fit  any  of  the 
exemptions,  e.g.,  widows  in  their  late  50's  or  early  60's  without  previous  work 
experience.  Both  the  workers  and  DES  staff  realized  these  people  were  "socially" 
non-employable,  but  were  unable  to  deal  realistically  due  to  the  requirements 
of  the  DPW  State  Letter  to  classify  the  recipient  as  employable. 

3.  Problems  Arising  From  Change  in  GR  Payroll  Procedure — From  Local  Fi- 
nance Units  to  a  Central  Computer  for  the  State 

The  portion  of  the  new  GR  procedures  which  was  most  likely  to  occur  yet  was 
so  ill  prepared  for  was  the  change  in  the  method  of  dispersing  the  GR  payroll 
from  the  local  Finance  Units  to  the  Data  Processing  Center  in  the  Boston  Finance 
Unit  at  43  Hawkins  Street. 

One  of  the  chief  difficulties  with  this  new  procedure — which  was  repeatedly 
brought  out  in  our  interviews  with  the  staff  of  WSO's — was  that  processing 
GR  under  the  old  system  through  the  Finance  Units  allowed  the  kind  of  flexibility 
and  personal  contact  which  enhanced  the  aims  of  the  program,  strengthened 
worker-client  relations,  and  seemed  most  appropriate  to  the  kind  of  popula- 
tion which  GR  serviced.  As  WSO  staff  described  it,  GR  functions  as  a  residual 
category  for  those  in  need  who  are  not  eligible  for  other  categories  or  other 
programs,  e.g.,  widows  and  widowers  prior  to  age  where  they  are  eligible  for 
OAA  or  Social  Security,  families  not  eligible  for  AFDC  where  the  breadwinner 
is  unemployed  temporarily,  unskilled  laborers  who  are  not  covered  by  work- 
man's compensation. 
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GR  as  dispersed  through  the  Finance  Units  where  a  few  WSO's  are  in  close 
proximity  to  the  Finance  Unit  (in  some  instances  in  the  same  building)  per- 
mitted the  worker  to  get  cash  quickly  into  the  hands  of  a  recipient,  who  in  many 
cases  needed  help  immediately.  Through  the  Finance  Unit's  the  regular  payroll 
lead  time  was  under  a  week.  In  emergencies  the  workers  could  often  get  a  check 
out  of  the  Finance  Unit  the  same  day  by  personally  going  to  the  Finance  Unit 
and  walking  the  authorization  through.  Among  many  of  the  staff  at  the  WSO's 
visited,  there  was  a  noticeable  preference  for  a  return  to  the  Finance  Units  in 
order  to  recoup  this  kind  of  flexibility  now  lost  with  the  statewide  computer 
payroll. 

In  contrast,  the  payroll  procedure  under  the  new  GR  system  seems  to  offer 
the  least  flexibility  and  responsiveness  to  clients  who  need  it  the  most.  The 
payroll  lead  time  has  jumped  from  a  few  days  to  over  two  weeks.  We  found  that 
in  many  cases  due  to  the  long  lead  time  and  errors  in  preparing  the  payroll 
both  in  WSO's  and  at  Data  Control  it  took  workers  up  to  3  or  4  payroll  periods 
to  get  recipients  a  computer  payroll  check. 

In  the  meantime  while  waiting  for  the  first  computer  check  the  procedure 
of  relying  on  vendor  payments  has  proved  to  be  unsatisfactory.  For  recipients 
there  was  no  cash  for  non-food  or  rent  items.  It  was  proving  difficult  to  arrange 
for  certain  types  of  bills,  e.g.,  utilities.  From  the  Department's  perspective  the 
vendor  system  was  proving  costly  as  well  as  difficult  to  monitor.  In  some  WSO's 
the  vendor  payroll  appeared  to  be  soaring  under  the  new  GR  procedure. 

Further,  the  fact  that  recipients  were  not  able  to  get  computer  checks  for  two 
to  three  pay  periods  meant  that  workers  were  not  able  to  comply  with  the  De- 
partment's regulation  that  a  person  eligible  for  aid  receive  the  full  amount  he 
or  she  was  eligible  for  from  the  date  of  application.  Vendor  payments  inevitably 
fell  short  of  the  full  grant.  Computer  checks  were  not  retroactive  as  had  been 
the  case  for  GR  under  the  Finance  Units  and  is  still  the  case  for  federal 
categories. 

The  problems  discussed  below  in  the  staffing,  equipping,  and  operating  of  the 
Project  GR-DES  Office  aggravated  what  for  many  WSO  staff  was  an  already 
intolerable  situation.  Lack  of  telephone  lines  and  trained  personnel  made  it 
difficult,  if  not  impossible,  for  workers  to  follow  up  errors  in  the  computer  pay- 
roll, or  for  staff  to  get  information  about  how  to  fill  out  the  new  forms  in  order 
to  avoid  errors  in  future  payrolls. 

The  biggest  headache  for  WSO  staffs  in  the  new  computerized  GR  payroll 
was  the  procedure  for  releasing  to  the  recipient  checks  returned  from  DES  to 
Data  Control  for  not  being  picked  up.  We  found  numerous  cases  where  workers 
received  the  Form  8660  from  DES  but  were  delayed  in  getting  in  touch  with  the 
recipient.  By  the  time  the  completed  Form  8660  and  Form  GR-DES  4  was 
returned  to  Data  Control  that  check  had  already  been  re-deposited.  In  other  cases 
the  worker  completed  the  forms  promptly,  but  still  could  not  get  the  check 
released  to  the  recipient. 

While  some  of  these  problems  may  be  due  to  the  transition  to  the  centralized 
computer  payroll,  many  of  them  indicate  the  need  for  additional  procedures 
within  the  new  system.  Ways  of  restoring  flexibility  and  speed  in  responding  to 
client  needs  should  be  developed. 

4-  Inadequate  Information  On  and  Training  in  New  Payroll  Procedures  for  WSO 
Payroll  Clerks 

As  mentioned  above  we  discovered  on  field  visits  that  payroll  clerks  in  the 
WSO's  were  confused  by  the  change  to  the  new  GR  payroll  procedure.  Prior  to 
the  new  system,  preparation  of  GR  payroll  was  relatively  simple  and  consumed 
little  of  the  clerk's  time.  All  that  was  involved  in  getting  out  the  payroll  was  the 
completion  of  one  form — Form  A-R-I.  The  sum  of  the  adds  and  deletes  to  GR 
was  added  to  the  amount  of  the  previous  payroll  to  get  the  payroll  for  the  current 
period.  Under  the  new  procedure  the  number  of  forms  has  quadrupled — Form 
GR-DES-2— the  GR  payroll,  Form  GR-DE S-2 A — the  payroll  update,  Form  GR- 
DES  2B — the  computation  and  reconciliation  form,  and  Form  GR-DES  3 — the 
pull  list,  one  for  the  employment  payroll  and  one  for  the  non-employable 
payroll.  The  initial  GR  payroll  was  filled  out  on  Form  GR-DES  2  and  in- 
cluded in  addition  to  recipients'  names  as  before — recipient's  social  security  num- 
ber, address,  amount,  date  of  birth,  sex.  The  action  code — add/delete/change — 
was  especially  confusing  to  clerks  not  familiar  with  computer  programming. 
They  could  not  understand  the  difference  between  adds,  deletes,  and  changes,  or 
the  reason  that  in  order  to  change  from  employable  to  non-employable  or  vice 
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versa  they  had  to  delete  from  one  and  add  to  other,  where  previously  they  simply 
would  add  or  delete. 

In  order  to  figure  out  this  complicated  new  procedure,  the  clerks  could  rely 
only  one  the  general  program  guidelines  in  State  Letter  283  and  the  briefest 
instructions  on  the  new  forms.  They  received  no  explanation  of  the  steps  to 
follow  in  filling  out  the  forms  nor  explanation  of  the  rationale  behind  them. 

5.  Insufficient  staffing,  Equipping,  and  Procedures  at  the  New  Project  GR-DES 

Office 

On  visiting  the  Project  GR-DES  Office  at  43  Hawkins  Street  we  discovered 
that  many  of  the  problems  discovered  in  the  WSO's  were  due  to  the  fact  that  the 
change  in  the  GR  work  requirement  was  coupled  with  a  somewhat  unsatisf  actory 
transfer  of  the  GR  payroll  from  the  local  Finance  Units  to  the  Department's 
Computer  Center  in  Boston.  The  brief  lead  time  mandated  by  the  Legislature's 
statutory  change  in  GR  did  not  allow  time  or  resources  for  putting  together  the 
operation  at  43  Hawkins  Street  to  handle  efficiently  the  GR  payroll  of  the  whole 
state. 

The  first  and  most  obvious  deficiency  was  the  absence  of  separate  telephone 
lines  to  the  Project  Office.  Workers  following  up  errors  or  staff  calling  for  infor- 
mation about  the  new  procedures  had  one  telephone  extension  through  the  switch- 
board at  43  Hawkins  Street.  In  the  early  weeks  of  the  program  workers  literally 
could  not  get  through  for  days. 

A  further  source  of  difficulty  was  that  the  only  additional  staff  available  to 
set  up  the  new  office  were  15  Grade  3  clerks  who  were  hired  as  30  day  temporary 
employees.  They  had  neither  the  necessary  skills  nor  the  tenure  to  enable  proper 
training  in  putting  together  a  payroll  or  troubleshooting  errors,  (Initially,  there 
were  not  even  enough  desks  for  these  temporary  staff. )  As  a  result  no  procedures 
were  developed  for  handling  the  queries  coming  in  from  the  WSO's.  The  staff  of 
the  WSO's  reported  that  when  they  were  finally  able  to  get  through  to  the  Project 
Office,  the  person  on  the  other  end  of  the  line  did  not  know  what  they  were 
asking  about  or  how  to  find  it;  or  if  they  did  know  something  the  WSO  staff 
were  not  assured  that  they  would  follow  up  or  be  able  to  get  in  touch  with  the 
same  person  on  a  return  call. 

At  the  time  of  our  visit — in  mid-December — to  the  Project  Office,  considerable 
improvements  had  been  made  in  correcting  these  deficiencies.  The  new  director — 
since  mid-November — had  attempted  to  routinize  procedures,  to  log  in  and  follow 
up  promptly  "problems"  coming  in  from  the  WSO's,  to  get  additional  phones, 
desks,  and  more  permanent  and  experienced  personnel,  and  to  cut  down  on  the 
lead  time  for  the  GR  payroll.  These  reported  improvements  corroborated  with 
our  experience  of  our  later  field  visits  in  which  interviewers  reported  some  im- 
provement in  access  and  responsiveness  at  Data  Control  in  recent  weeks. 

One  problem  originating  in  the  Project  Office,  but  not  due  to  their  own  defi- 
ciencies, is  the  lack  of  fit  between  the  number  of  employable  and  non-employable 
payrolls  per  pay  period.  There  are  currently  four  employable  and  two  non-em- 
ployable payrolls  per  month  which  Data  Control  must  process.  The  reason  for 
the  additional  employable  payrolls  is  the  DES  procedure  of  distributing  checks 
by  social  security  number.  This  results  in  the  employable  payroll  being  split  into 
two  Groups,  A  and  B.  As  a  result  of  this  non-comparability  between  the  employ- 
able and  non-employable  payrolls,  it  is  difficult  to  transfer  recipients  easily  from 
one  to  the  other.  For  this  reason  a  change  in  category  frequently  results  in  the 
recipient  missing  out  on  one  computer  check. 

6.  Low  staff  morale  and  negative  attitude  toward  State  DPW  over  the  way  in 

which  the  GR  changes  were  implemented. 

Visits  to  WSO's  generally  revealed  Ithat  most  staff  were  sympathetic  to  the 
changes  in  GR  but  were  negative  toward  their  own  Department  which  had 
carried  out  the  Legislative  mandate.  In  some  cases  workers  had  been  assisting 
GR  recipients  to  find  work  prior  to  the  new  program.  Many  workers  felt  that 
those  GR  recipients  who  could  work  ought  not  to  live  off  welfare  or  that  many 
of  their  GR  recipients  were  genuinely  interested  in  getting  off  welfare  into  a  job. 
Thus,  the  availability  of  DES  services  under  the  new  program  was  a  benefit 
to  some  workers  and  recipients.  The  staff  was  generally  sympathetic  to  the 
predicament  of  the  Department  in  having  to  make  such  drastic  changes  in  such 
a  short  time  due  to  the  nature  of  the  mandate  from  the  Legislature. 

The  feeling  of  resentment  and  hostility  toward  the  DPW  must  be  traced  to 
a  number  of  causes.  Much  of  the  workers  displeasure  was  directed  at  the  loss 
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of  discretion  over  the  clients  and  the  extent  to  which  they  had  ito  enforce  the 
DES  registration  provisions  under  the  new  regulations.  The  use  of  discretion 
instead  of  rigid  guidelines,  some  argued,  would  have  been  a  valid  use  of  pro- 
fessional judgement  given  the  mixed  bag  of  clients  who  compose  the  GR  popu- 
lation; this  was  somewhat  substantiated  by  the  difficulties  that  developed  for 
DES  in  not  knowing  what  to  do  with  those  GR  recipients  who  were  obviously  not 
employable  but  who  could  not  qualify  for  the  non-employable  payroll  under 
current  exemptions.  In  addition,  there  was  some  lingering  hostility  among  some 
of  the  older  staff  against  state  take  over  of  welfare.  Further  some  remarked 
about  the  incompetence  of  the  "bosses"  and  their  lack  of  sensitivity  to  the  staff's 
real  problems,  a  common  complaint  in  large  bureaucratic  organizations,  espe- 
cially governmental. 

However,  the  more  serious  problem  which  was  uncovered  concerned  DPW 
communications.  Many  staff  voiced  the  criticism  that  they  first  heard  about  the 
program  through  the  newspaper  and  that  they  continued  to  learn  more  about 
it — changes,  progress,  reports  and  other  day  to  day  feedback  on  the  program — 
through  the  newspapers  not  through  the  Department.  A  reading  of  the  State 
Letters  on  the  subject,  the  occasional  memos  from  Data  Control,  and  the  few 
articles  in  the  monthly  in-house  newsletter  of  the  Departments,  tends  to  cor- 
roborate these  feelings.  The  insufficient  flow  of  information  from  the  top  to  the 
bottom  produced  not  only  the  feeling  among  lower  echelons  of  being  left  out. 
but  resulted  in  inefficiencies  due  to  the  shortage  of  basic  information  on  how  to 
operate  the  new  procedures,  e.g.  payroll  clerks  lacked  instructions  on  filling  out 
the  new  GR  payroll  forms. 

In  addition,  the  criticism  was  made  that  the  staff  most  affected  by  the  change 
in  GR  procedures  were  not  involved  in  the  planning  and  implementation  of  the 
changes.  The  new  procedures  were  developed  by  the  central  office  and  presented 
as  a  fait  accompli  to  the  regional  and  local  office  with  little  apparent  consider- 
ation for  the  likely  impact  of  these  changes  on  the  front  line  staff.  In  addition, 
few,  if  any,  orientation  sessions  for  GR  staff  were  held  prior  to  the  change.  The 
recently  inaugurated  training  sessions  conducted  by  Data  Control  for  GR  pay- 
roll clerks  came  only  after  voluminous  criticism  of  obvious  inadequacies  of  the 
new  procedures  and  after  the  question  of  credibility  of  the  central  staff  was 
raised. 

The  general  feeling  among  many  of  the  staff  might  be  summarized  as  follows : 
The  WSO  workers  were  the  ones  who  had  to  bear  the  brunt  of  the  problems 
brought  about  by  changes  in  welfare  policy,  yet  their  interests  were  not  con- 
sidered in  shaping  department  policy.  The  central  office  was  caught  between 
economy  minded  Legislators  looking  for  votes  back  home  and  militant  welfare 
recipients.  In  the  process  they  left  the  local  workers  in  the  Department  to  fend 
for  themselves,  as  they  attempted  to  mediate  between  the  two  groups  as  well  as 
maintain  their  own  positions. 

RECOMMENDATIONS  ON  PROBLEMS  IN  MANAGEABILITY 

In  order  to  deal  with  some  of  the  problems  of  manageability,  the  following 
recommendations  are  presented  for  consideration  by  the  Department. 

1.  Discussions  between  DPW  and  DES  about  the  possibility  of  eliminating 
the  duplicate  employable  payroll-Group  A  and  Group  B  payroll  should  be  initi- 
ated in  order  to  simplify  the  operation  of  the  computer  center  and  eliminate 
many  of  the  problems  now  occurring  in  changing  a  recipient  from  an  employable 
pavroll  to  a  non-emoloyable  one. 

2.  To  reduce  confusion  and  time  now  spent  negotiating  employability  between 
DPW  and  DES  the  Department  should  adopt  one  of  these  two  courses  of  action  : 
either  a)  reverse  present  policy  to  conform  with  the  current  DES  operational 
definition — i.e..  consider  a  reeinient  employable  only  if  able  and  likely  Ito  be 
placed;  or  b)  broaden  the  definition  of  "non-emDloyabillty"  to  include  the  large 
number  of  GR  recipients  who  are  "socially"  employable.  This  could  be  accom- 
plished through  a  number  of  means:  1)  by  expanding  the  medical  category  to 
include  emotional  and  other  non-physical  reasons  for  exemption,  2)  by  using  the 
DES  determination  of  non-employability  as  functional  verification  thereof,  3)  by 
giving  workers  limited  discretion  to  certifv  clients  non-employable  for  special 
causes,  and  4)  by  setting  uo  additional  categories  of  GR  recinients  who  would 
be  considered  non-employable,  e.g.,  widows  between  58  and  62  with  no  previous 
work  experience. 
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3.  Workers  should  be  granted  limited  authority  to  hold  checks  for  employable 
clients  who  are  not  able  to  make  their  DES  pick  up  appointment.  For  example, 
a  worker  could  be  allowed  to  authorize  DES  to  keep  the  check  an  extra  day  before 
returning  it,  so  the  client  could  get  into  pick  it  up.  Or  alternatively  he  could 
be  authorized  to  have  the  check  forwarded  directly  to  the  WSO  or  to  the  client 
if  "good  cause"  was  determined.  In  addition,  the  client  should  be  permitted  to 
change  his  pick  up  time  to  suit  his  schedule  rather  than  the  arbitrary  method  of 
assigning  appointments  by  social  security  number,  which  obviously  bears  no 
relation  to  the  recipients  availability  or  access  to  transportation. 

4.  The  time  needed  to  put  together  the  GR  payroll  should  be  reduced  to  5 
working  days,  thus  permitting  the  WSO's  7  days  lead  time  for  preparing  their 
GR  payroll,  which  corresponds  more  closely  to  previous  procedures  and  allows 
greater  responsiveness  to  changing  client  circumstances. 

5.  As  soon  as  #4  is  completed  and  the  necessary  staff  is  available  an  emergency 
payroll  should  be  initiated  to  handle  clients  prior  to  going  on  regular  GR  payroll 
(currently  3  days  for  client  to  get  a  check  in  the  Boston  Finance  Unit  where  the 
emergency  payroll  is  now  in  use).  This  would  eliminate  the  vendor  system  which 
is  presently  inadequate  to  meet  clients  needs  and  costly  for  the  Department. 

6.  In  order  to  improve  staff  morale,  the  needs  of  staff  and  potential  impacts 
of  changes  thereon  should  be  given  higher  priority  in  planning  and  implementing 
changes  made  in  the  future.  The  Department  should  be  working  towards  an 
operating  style  which  seeks  to  involve  staff  in  these  changes,  rather  than  pre- 
senting them  to  the  staff  as  completed  and  unalterable.  Such  options  as  the  fol- 
lowing might  be  appropriate  depending  on  the  nature  of  the  change:  a)  Supple- 
ment the  State  Letters  with  concise  but  informative  background  pieces  to  be  sent 
ahead  of  time  to  staff  involved  in  different  programs — to  keep  them  abreast  of 
current  programs  in  which  they  are  involved  and  to  prepare  them  for  changes,  b) 
increase  the  role  of  the  regional  staff  in  working  with  WSO  staff  in  preparing  for 
changes  as  well  as  serving  as  feedback  units  to  the  departments  central  staff, 
and  c)  under  appropriate  conditions  include  other  staff  levels  in  the  planning 
process  through  task  forces  or  committees  drawn  from  local  staff  who  would  be 
involved  in  the  changes.  This  last  approach  would  increase  information  flow  as 
well  as  participation  and  feedback.  This  would  not  only  lead  to  greater  "pro- 
ductivity'' and  less  of  the  counter  productive  energy  we  discovered  resulting  from 
a  failure  to  consider  these  issues,  but  also  to  better  inputs  to  central  planning — 
information  on  the  state  of  the  organization  and  ideas  for  improvement  therein. 

These  additional  recommendations  are  aimed  at  a  more  immediate 
improvement : 

1.  The  installation  of  a  separate  telephone  line  for  the  Project  GR-DES  office 
might  avoid  the  bottleneck  at  the  43  Hawkins  St.  switchboard  which  currently 
cripples  access  and  information  flow  between  the  WSO's  and  Data  Control.  It 
would  be  preferable  for  increased  efficiency  to  have  a  separate  number  for  each 
region  with  one  person  handling  all  the  calls  from  the  WSO's  in  that  region.  This 
would  serve  two  purposes — the  WSO  staff  would  get  to  know  one  person  they 
could  rely  on  and  the  Data  Control  clerk  could  have  a  manageable  number  of 
WSO's  to  become  familiar  with. 

2.  The  present  temporary  personnel  should  be  replaced  with  experienced  clerks 
who  can  be  trained  in  procedures  for  preparing  the  GR  payroll  and  handling 
queries  from  the  WSO's. 

3.  A  brief  informal  memo  should  be  sent  to  WSO  payroll  clerks  which  will 
inform  them  on  how  the  new  computerized  payroll  works,  what  steps  they  must 
follow,  what  function  each  of  the  forms  serves,  and  a  simplified  explanation  of 
how  the  new  procedures  are  related  to  the  demands  of  a  computer  operation.  In 
addition,  the  Director  of  Data  Control  should  continue,  and  accelerate  if  possible, 
the  meetings  with  payroll  clerks  to  familiarize  them  with  the  new  system  and 
answer  their  questions. 

4.  The  number  of  days  the  Project  Office  holds  checks  returned  by  DES  should 
be  extended  to  allow  workers  enough  time  a)  to  receive  Form  8660.  b)  to  contact 
the  client,  and  c)  to  return  Form  GR-DES  4  to  the  Project  Office.  This  change 
would  eliminate  some  of  the  problems  of  recipients  not  getting  comupter  checks 
and  thus  having  to  rely  on  the  vendor  system. 

COSTS 

The  purpose  of  this  part  of  the  GR-DES  study  was  to  compare  the  differential 
in  administrative  cost  of  the  GR  program  before  and  after  implementation  of  the 
new  procedure  (October  15. 1971) . 
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After  making  several  site  visits  and  conducting  numerous  interviews  with 
Welfare  Service  Office  (WSO)  Directors,  social  workers  and  clerical  and  fiscal 
personnel,  schedules  were  developed  and  pretested. 

The  schedule  of  items  were  selected  from  the  comments  of  experiences  con- 
sistently and  unanimously  reported  during  the  interviews.  The  schedule  at- 
tempted to  elicit  responses  along  four  themes;  (1)  per  cent  of  GR  cases  of  the 
total  caseload,  (2)  time  expended  on  each  assistance  category  before  and  after 
the  new  GR-DES  program;  (3)  average  number  of  clients  referred  back  from 
DES  during  one  pay  period,  and  (4)  estimates  of  time  and  description  of  tasks 
for  which  additional  time  was  expended  on  the  new  procedure.  Also  each  re- 
spondent's Civil  Service  rating  was  requested. 

Questionnaires  were  distributed  from  the  Commissioner's  office  to  each  of  the 
150  WSO's.  Seventy-seven  WS'O's  (50%)  returned  the  questionnaires  with  a 
range  from  1  to  22  personnel  responses  per  WSO. 

While  legislation  was  enacted  which  called  for  all  employable  recipients  of 
General  Relief  to  pick  up  bi-weekly  checks  at  local  DES  Offices,  no  additional 
funds  were  allocated  for  planning  and  implementation  of  this  new  procedure. 
The  intent  of  the  legislation  was  to  assist  and  encourage  employable  recipients 
to  register,  be  referred  to,  and  placed  on  jobs,  thereby  reducing  the  rolls  and 
effecting  a  savings  to  the  taxpayers. 

Even  though  no  additional  funds  were  expended  on  the  new  GR  program  ex- 
penditure shifts  (in  man  hours)  were  necessary  to  meet  the  new  requirements. 
Also  numerous  additional  tasks  resulted  from  the  new  procedure. 

1.  Time  Transference 

The  average  GR  caseload  of  social  workers  (from  our  sample)  who  have  GR 
cases  assigned  to  them  as  part  or  all  of  their  load  is  42.  The  average  expenditure 
of  time  (prior  to  the  new  GR  system)  per  social  worker  (that  service  GR  cases) 
per  payroll  period  (2  weeks)  is  17.5  hours.  While  we  found  no  evidence,  either 
from  our  investigation  or  from  DPW  monthly  statistical  reports,  that  the  GR 
rolls  had  increased,  ian  additional  time  expenditure  of  8  hours  per  social  worker 
per  two  week  period  was  reported  by  those  with  integrated  case  loads. 

These  eight  additional  hours  per  worker  represents  the  amount  of  time  that 
social  workers  (whose  caseloads  are  integrated)  are  taking  from  other  public 
assistance  categories  to  meet  the  requirements  of  the  new  GR-DES  program.  The 
cost  being  shifted  from  federal  public  assistance  categories  to  service  the  Gen- 
eral Relief  population  is  $42.08  per  two  week  period  per  worker,  (again,  this 
figure  is  only  applicable  to  DPW  personnel  that  assist  in  the  processing  of  GR 
cases).  Each  GR  case  costs  an  average  $1.10  of  worker  time  per  two  week  period 
taken  from  other  categories  to  process  under  the  procedure  of  the  new  GR  pro- 
gram. The  total  cost  of  worker  time  transferred  from  federal  public  assistance 
categories  to  the  GR  category  approximately  was  $47,960.00  for  November  1071 
and  approximately  $45,980.00  for  December  1971.  (2) 

To  illustrate  the  impact  of  the  time  transf errence ;  the  average  total  caseload 
(all  categories)  of  social  workers  (having  any  GR  cases  in  their  caseloads)  is 
149.  Of  these  149  cases  an  average  of  32  are  in  the  GR  category,  leaving  117  in 
the  non  GR  category.  Average  time  allocated  to  GR  cases  prior  to  the  new 
system  was  17.5  hours.  It  has  been  necessary  for  social  workers  to  increase  their 
time  to  GR  by  almost  50%  (8  hours)  over  time  previously  spent  processing  GR 
cases  (prior  to  the  new  system) ,  bringing  the  average  time  expenditure  per  social 
worker  to  25.5  hours  per  two  week  period.  The  remaining  49.5  hours  (per  two 
week  period)  is  left  for  servicing  cases  in  other  public  assistance  categories. 
Therefore,  34%  of  the  social  worker's  time  is  allocated  to  21.5%  of  his  total  case- 
load under  the  new  system  as  compared  with  23.3%  time  being  devoted  to  21.5% 
on  the  old  system. 

2.  Additional  Tasks  and  Time  Expenditure 

Prior  to  the  new  GR  procedure  social  workers  did  not  tend  to  refer  employable 
GR  recipients  to  the  DES  for  job  registration.  Under  the  new  procedure  three 
clients  per  worker  per  two  week  period,  have  been  referred  back  from  DES.  The 
cost  of  coordinating  these  clients  and  procedurally-related  matters  with  DES 
personnel  is  $.32  per  case. 

Four  additional  tasks,  (inherent  in  the  new  procedure)  none  of  which  were 
required  under  the  old  system,  were  identified  during  our  site  visits.  They  are 
(1)  determination  of  non-employ  ability  of  GR  clients,  (2)  following  up  clients 
who  did  not  pick  up  their  check  from  the  DES  offices.  (3)  handling  client  prob- 
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lems  related  to  the  new  GR  procedure,  and  (4)  other.  This  last  miscellaneous 
category  would  include  (according  to  our  data)  tasks  relating  to  new  forms, 
clarification  of  unclear  procedural  instructions  and  efforts  to  trace  welfare  pay- 
ments through  central  data  processing. 

The  cost  of  social  workers  assisting  clients  in  determining  their  non-employ- 
ability  was  $.38  per  case.  The  cost  of  social  workers  following  up  clients  who  did 
not  pick  up  their  checks  from  the  DES  offices  to  determine  current  status  was  $.26 
per  case.  The  cost  of  social  workers  responding  to  clients'  problems  related  to  the 
new  procedure  was  $.75  per  case.  The  cost  of  time  expended  on  "other"  tasks  of 
the  new  procedure  was  $.30  per  GR  recipient.  These  costs  were  obtained  from 
computations  of  individual  hourly  wage  rates  and  hours  expended  performing 
each  task. 

The  total  additional  cost  incurred  by  the  local  DPW  offices  due  to  the  GR-Des 
program  is  $1.69  per  GR  case  per  two  week  period,  (based  on  a  survey  of  over 
1,700  cases)  The  assumption  in  reporting  this  $1.69  bi-weekly  per  case  cost  fig- 
ure is  that  DPW  personnel  were  working  at  relatively  full  capacity  (time-wise) 
prior  to  initiation  of  the  GR-DES  program.  Indeed  there  is  reason  to  believe 
from  our  data  that  DPW  personnel  were  over-extended  in  terms  of  caseload 
size,  of  time  for  minimally  required  services,  and  of  worker  time  avail- 
able to  reassess  cases  in  each  pay  period.  This  was  certainly  apparent  in  the 
larger  WSO's. 

For  the  months  of  November  and  December  1971,  DPW  statistics  reported 
that  there  were  21,800  and  20.900  GR  recipients  respectively.  The  additional 
cost  in  the  local  DPW  offices  of  the  new  GR-DES  program  was  approximately 
$73,684.00  for  November,  and  approximately  $70,642.00  for  December. 

Of  tbe  20.902  GR  recipients  reported  for  December  1971,  12,039  were  certi- 
fied as  non-employable.  The  remainder,  or  8,873  (42%)  were  employable.  There- 
fore, the  $70,642.00  additional  cost  for  December  represented  the  expenditure 
of  processing  8,873  so  that  the  additional  monthly  cost  of  each  employable  GR 
recipient  under  the  new  system  is  $7.96  per  case. 

In  computing  the  total  cost  of  the  program  for  the  month  of  December,  the 
cost  to  the  central  office  of  DPW,  to  the  Division  of  Employment  Security,  and 
the  overhead  would  have  to  be  added  to  this  figure.  Assuming  that  the  costs  to 
the  D.E.S.  are  similar  to  tnose  of  DPW,  the  total  administrative  cost  of  the  pro- 
gram per  month  would  be  in  excess  of  $140,000,  or  over  $1,680,000  per  year. 

An  assessment  of  savings  is  difficult  to  determine  in  order  to  compare  them 
with  the  administrative  costs.  The  difference  between  the  payroll  in  September, 
the  month  before  the  program  began,  and  December,  the  third  month  of  the  pro- 
gram, was  only  a  savings  of  $48,929.  However,  this  could  have  been  due  to  many 
other  factors  as  well.  The  fact  that  the  number  of  cases  involved  dropped  sig- 
nificantly and  that  the  average  payment  went  from  $112.86  to  $140.70  would 
indicate  that  those  who  were  receiving  the  lower  payments  tended  to  leave  Gen- 
eral Relief,  possibly  as  a  result  of  the  increased  costs  of  staying  in  due  to  the 
new  procedures. 

For  purposes  of  computing  a  figure  of  possible  savings,  the  figures  from  the 
questionnaire  were  used  to  arrive  at  the  probable  number  who  would  not  pick  up 
checks  in  December  who  did  not  have  "good  cause".  This  savings  was  then  added 
to  the  amount  that  would  be  saved  if  the  monthly  average  of  110  persons  finding 
jobs  held  true.  Since  our  findings  are  that  most  of  these  were  not  due  to  the  pro- 
gram, we  made  the  liberal  assumption  that  50%  of  these  persons  found  jobs 
through  DES.  Further,  the  assumption  was  made  that  the  average  payment  to 
all  individuals  no  longer  on  the  rolls  was  the  same  as  that  for  the  GR  payroll 
as  a  whole,  which,  as  has  been  pointed  out,  is  probably  not  the  case.  These  fig- 
ures are  also  not  adjusted  for  the  normal  16%  turnover  in  the  General  Relief 
caseload,  which  would  have  also  made  them  smaller. 

The  savings  from  the  program  for  the  month  of  December,  if  we  subtract  all 
those  who  are  ill,  care  for  a  person  in  the  home,  have  been  reclassified,  are  the 
subject  of  administrative  error,  are  too  old,  and  who  did  not  know  but  probably 
have  good  cause,  is  63.737  due  to  those  who  did  not  pick  up  their  checks.  If  the 
figure  for  those  who  find  employment  through  DES  is  added,  the  total  savings 
comes  to  a  high  estimate  $71,475.  If  the  assumption  is  made  that  80.5%  of  those 
who  did  not  pick  up  checks  had  good  cause,  which  is  the  most  reasonable  accord- 
ing to  the  surveys,  then  the  total  savings  is  estimated  to  be  $50,792. 

When  these  possible  savings  are  compared  to  the  administrative  costs  alone, 
not  counting  the  human  costs,  the  administrative  costs  far  exceed  the  potential 
savings. 
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The  Chairman.  Next  we  are  pleased  to  have  Governor  Licht  of 
Rhode  Island. 

STATEMENT  OF  HON.  FRANK  LICHT,  GOVERNOR  OF  THE  STATE  OF 
RHODE  ISLAND,  ACCOMPANIED  BY  JOHN  J.  AFFLECK,  DIRECTOR, 
RHODE  ISLAND  DEPARTMENT  OF  SOCIAL  AND  REHABILITATIVE 
SERVICES;  AND  JOSEPH  F.  MURRAY,  ACTING  ADMINISTRATOR, 
ASSISTANCE  PAYMENTS  PROGRAM 

The  Chairman.  Will  you  identify  for  the  record,  Governor  Licht, 
your  assistants  and  aides  with  you  today  ? 
Governor  Licht.  I  am  Governor  Licht. 

On  my  left  is  Mr.  John  J.  Affleck,  who  is  the  director  of  the  Rhode 
Island  Department  of  Social  and  Rehabilitative  Services ;  and  on  my 
right,  Joseph  Murray,  who  is  the  acting  administrator  of  our  assistance 
payments  program  in  that  department. 

I  may  say,  Mr.  Chairman,  I  appreciate  this  opportunity  to  come 
before  you.  I  am  not  sure  that  after  the  colloquy  between  the  Senators 
and  Governor  Sargent  

The  Chairman.  Governor,  hold  up  just  a  moment. 

There  is  a  little  commotion  in  the  room  right  now ;  everybody  has 
shifted  around. 

Governor  Licht.  I  am  not  sure — — 

The  Chairman.  Hold  on  just  a  second,  Governor. 

There  are  copies  of  your  speech  being  distributed  and  I  wouldn't 
want  the  committee  to  fail  to  hear  your  statement  because  someone 
was  distributing  copies  of  your  speech. 

All  right ;  thank  you,  Governor. 

Governor  Licht.  I  was  going  to  say  I  have  distributed  a  statement 
that  I  think  is  longer  than  what  I  am  going  to  say  to  the  committee, 
but  I  think  it  is  fair  to  say  that  the  discussion  already  with  Governor 
Sargent  covered  a  great  deal  of  the  territory  or  area  which  I  would 
address  the  committee.  It  may  be  a  matter  of  emphasis  but  I  think 
it  is  fair  to  say  that  Governor  Sargent  comes  from  the  Commonwealth 
of  Massachusetts  and  I  come  from  Rhode  Island,  and  while  Governor 
Sargent  is  a  Republican  and  I  am  a  Democrat,  the  fact  still  remains 
when  it  comes  to  this  problem  of  financing  welfare  it  is  very  difficult 
to  find  a  difference  between  the  views  of  Governor  Sargent  and  myself. 
So  you  will  find  we  will  be  covering  somewhat  the  same  territory  and, 
if  I  repeat  it,  I  would  say  that  I  am  reenforcing,  really,  the  position 
that  has  been  stated  here  earlier. 

I  appeared  before  this  distinguished  committee  in  September  of 
1970  to  discuss  the  family  assistance  plan  then  under  consideration, 
H.R.  16311,  both  as  to  its  specific  impact  on  my  own  State  and  its 
general  adequacy  as  a  measure  of  national  welfare  reform. 

Since  the  first  draft  of  the  family  assistance  plan  was  introduced 
into  the  U.S.  Congress  more  than  2  years  ago,  there  have  been  numer- 
ous changes  in  the  legislation  and  even  more  innumerable  proposals 
for  changes.  The  intense  and  widespread  nature  of  the  surrounding 
discussions  point  up  the  very  critical  problems  inherent  in  our  present 
social  welfare  system  and  the  growing  awareness  of  the  desperate 
financial  position  in  which  State  governments  throughout  the  Nation 
are  being  placed  because  of  the  burdens  of  this  system. 
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I,  for  one,  am  encouraged  by  the  broadened  scope  of  the  present 
legislation.  Knowing  your  very  real  concern  in  this  area  and  your 
obvious  commitment  to  genuine  welfare  reform,  I  wish  it  were  possible 
for  me  to  come  before  you  today  to  advocate  passage  of  H.R.  1  in  its 
present  form.  I  cannot  do  this. 

Instead,  I  believe  that  many  of  the  words  I  used  16  months  ago  to 
describe  my  stand  on  H.R.  16311  are  still  valid  in  their  application 
to  H.R.  1.  At  that  time  I  noted  that — 

In  H.R.  16311  there  is  for  the  first  time  a  fundamental  recognition  of  Federal 
responsibility  to  establish  a  national  minimum  assistance  level  for  the  aged, 
blind,  disabled  and  family  groups  including  those  deprived  of  parental  support. 
Movement  toward  this  concept  is  long  overdue  and  I  support  this  approach.  The 
legislation  now  before  us,  however,  is  inadequate. 

My  position  today  is  that  certain  standards  of  the  proposed  legisla- 
tion continue  to  be  grossly  inadequate  and  that  the  bill,  generally,  still 
fails  to  come  to  grips  with  some  very  fundamental  social  and  financial 
problems  and  I  think  that,  if  I  may  just  digress  for  a  moment,  I  think 
the  heart  of  the  question  has  been  put  on  several  occasions  and  that 
has  been  the  question  of  what  the  State  responsibility  should  be  with 
respect  to  financing  of  welfare  or  to  what  extent  or  whether  the  Fed- 
eral Government  should  take  over  a  larger  share  or  all  the  share  of 
Federal  financing. 

When  we  finally  clear  away  many  of  the  real  questions  about  social 
welfare,  I  think  we  still  get  back  to  that  fundamental  question,  and 
so  from  the  point  of  view  of  my  State,  the  income  level  of  $2,400  for  a 
family  of  four  without  food  stamps  falls  far  short  of  meeting  human 
needs. 

There  is  no  provision  for  the  Federal  Government  to  share  directly 
with  the  State  any  of  the  cost  of  supplemental  assistance. 

For  example,  increased  State  expenditures  for  medical  assistance 
would  be  inevitable  as  new  families  became  eligible  for  aid  under  the 
provisions  of  H.R.  1.  Moreover,  there  are  cutbacks  in  the  current  bill 
for  medicaid  coverage,  and  the  Federal  program  as  proposed  continues 
to  exclude  single  individuals  and  childless  couples ;  and  we  take  care 
of  them  under  our  general  public  assistance.  In  other  words,  I  believe 
this  measure  falls  far  short  of  the  massive  welfare  reform  so  desper- 
ately needed,  both  from  the  general  and  social  need  and  the  financial 
need  of  the  States. 

I  think  you  have  heard  this  story  many  times  and  I  think  it  was 
suggested  that  there  are  six  former  Governors  or  more  on  this  com- 
mittee and,  really,  the  issue  is  social — but  it  is  very,  very  definitely 
financial.  Some  Governors  have  already  said  we  have  reached  the  end 
of  the  line  in  this  field  and  I  think  it  is  true  that  with  our  other  com- 
mitments, education  and  other  needs  of  State  governments,  we  have 
just  about  reached  the  end  of  the  line. 

For  example,  there  was  one  question  put — and  I  don't  mean  to  antic- 
ipate, but  I  think  I  would  be  better  off  to  say  some  other  things 
rather  than  just  try  to  repeat  what  has  been  said — I  think  it  was 
Senator  Fannin  who  said  something  about  HEW  regulations. 

We  get  caught  in  these  situations  very  frequently.  I  have  this  situ- 
ation in  which,  for  example,  the  legislature  of  my  State,  concerned 
with  escalating  costs,  attempted  to  cut  out  special  needs  for  furniture 
and  furnishings;  and  we  were  going  to  then  move  to  an  averaging 
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system,  planning  to  go  to  an  averaging  system.  We  have  not  yet  gone 
to  that. 

The  State  legislature  indicated  to  us  it  didn't  want  us,  without  legis- 
lative approval,  to  change  standards. 

We  attempted  to  cut  out  these  special  needs  for  furniture  and  fur- 
nishings which,  for  example,  in  1967,  cost  the  State  some  $300,000 
and  last  year  cost  us  $5  million;  but  the  Federal  district  court  in 
Rosado  v.  Wyman  told  us  we  could  not  do  so.  Unless  we  wanted  to  go 
on  a  flat  grant  system  or  ratable  reduction  we  had  to  continue  with 
these. 

In  some  cases,  for  example,  we  are  not  sure,  are  we  in  compliance 
with  HEW,  or  are  we  not  in  compliance  with  HEW  regulations;  so 
just  as  a  digression,  Senator  Fannin,  there  is  a  problem  just  in  the 
administration  of  social  welfare  which  I  think  would  be  resolved  if  we 
were  talking  about  a  national  program  of  social  welfare. 

I  speak  as  a  Governor  of  a  State  which  is  doing  everything  within 
its  ability  to  meet  the  human  needs  of  its  citizens. 

As  a  frame  of  reference  for  my  remarks,  let  me  point  out  that  during 
fiscal  year  1970,  Ehode  Island  was  sixth  in  the  United  States  in  the 
amount  expended  per  inhabitant  for  public  assistance  payments,  fifth 
in  the  United  States  in  the  amount  expended  per  capita  for  medical 
assistance,  fourth  in  the  United  States  in  the  amount  of  personal  in- 
come per  $1,000  spent  in  public  assistance. 

At  the  same  time  we  were  14th  in  the  United  States  in  per  capita 
income  and  during  fiscal  1970  we  were  11th  in  the  United  States  in 
the  number  of  public  assistance  recipients  per  1,000  population. 

When  I  came  to  testify  before  this  committee  in  1970  there  were 
some  43,000  people  receiving  AFDC.  Today  this  number  has  increased 
16  percent  to  50,000.  During  this  same  period  the  rate  of  monthly 
expenditure  increased  28  percent  from  $2.5  million  monthly  to  $3.2 
million  monthly.  During  the  10-year  period  from  June  1961,  through 
June  1971,  our  AFDC  regular  caseload  increased  from  5,300  families 
to  12,800,  up  140  percent.  Since  June  1961,  our  rate  of  AFDC  spending 
for  maintenance  increased  from  $660,000  monthly  to  $3.2  million  last 
month.  Rhode  Island  is,  therefore,  now  spending  at  five  times  its  rate 
of  10  years  ago. 

No  one  can  dispute,  I  believe,  Rhode  Island's  extraordinary  invest- 
ment in  human  resources,  and  no  one  can  dispute  the  extraordinary 
drain  this  has  meant  on  my  small  State's  limited  fiscal  resources.  In 
Rhode  Island  we  already  provide  between  $2,800  and  $3,200  for  a 
family  of  four.  Welfare  today,  including  medical  assistance,  accounts 
for  approximately  one-quarter  of  the  State's  total  budget  which  is 
supported  by  both  the  income  and  the  sales  tax  and  a  great  many 
other  taxes. 

It  is  my  conviction  that  certain  amendments  to  H.R.  1,  offered  by 
Senator  Ribicoff  and  endorsed  by  Governor  Sargent  and  many  other 
Senators  including  the  distinguished  senior  S'enator  from  my  State, 
John  O.  Pastore,  and,  as  I  say,  a  number  of  Governors  including 
myself,  would  markedly  improve  the  proposed  legislation. 

I  particularly  endorse : 

(1)  The  increase  in  levels  of  payment  for  families;  (2)  Federal 
participation  in  the  cost  of  required  State  supplementation  of  the 
Federal  grant  levels ;  (3)  increasing  Federal  responsibility  on  a  phased 
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basis  to  the  point  in  1976  where  income  maintenance  payments  would 
be  fully  federalized;  (4)  the  inclusion  of  single  individuals  and  child- 
less couples ;  ( 5 )  continuation  of  the  present  matching  plan  for  social 
services;  (6)  the  calculation  of  income  availability  on  a  current  basis 
rather  than  on  the  basis  of  earnings  for  the  previous  three-quarters  of 
a  year;  and  (7)  protection  of  civil  service  rights,  retirement  benefits, 
et  cetera,  for  career  State  welfare  employees. 

The  passage  of  a  bill  including  these  amendments  and  the  present 
provisions  in  H.R.  1  for  strengthening  the  child  welfare  program 
through  Federal  participation  in  the  costs  of  foster  care,  day  care,  and 
adoption  would,  in  my  view,  represent  the  most  significant  social  legis- 
lation since  the  original  passage  of  the  Social  Security  Act. 

It  is  estimated  by  the  U.S.  Department  of  Health,  Education,  and 
Welfare  that  with  the  passage  of  H.E.  1  the  number  of  persons  partic- 
ipating in  and  benefiting  from  Rhode  Island's  welfare  program  would 
increase  by  some  50  percent.  For  the  most  part,  these  additional  persons 
would  include  the  heretofore  neglected  working  poor,  many  of  whom 
Rhode  Island  already  does  try  to  supplement  through  a  totally  State- 
financed  general  public  assistance  program. 

Although  the  proposed  legislation  does  not  mandate  the  extension 
of  medical  care  benefits  to  these  additional  persons,  it  would  be  difficult 
for  a  State  to  deny  to  some  benefits  received  by  others.  Providing 
additional  medical  care  will  mean  a  substantial  increase  in  State  costs 
if  these  people  are  included  under  the  title  XIX  program.  We  cannot 
ignore  these  immediate  increased  costs  by  anticipating  eventual  enact- 
ment of  a  national  health  insurance  program. 

H.R.  1  also  proposes  significant  changes  in  the  medicare  and  the 
medicaid  provisions  of  the  Social  Security  Act.  We  applaud  the  pro- 
posal to  make  available  to  social  security  disability  beneficiaries  the 
provisions  of  the  Federal  medicare  program  now  available  to  individ- 
uals over  65. 

We  are  concerned,  however,  with  the  proposal  which  decreases  Fed- 
eral financial  participation  by  one -third  after  the  first  60  days  of  care 
provided  in  a  general  hospital  for  title  XIX  medicaid  beneficiaries. 

Further,  we  oppose  the  proposal  to  allow  for  administrative  discre- 
tion to  reduce  the  Federal  share  of  the  cost  of  skilled  nursing  home 
care  and  we  oppose  a  decrease  in  Federal  matching  by  one-third  after 
90  days  of  treatment  for  mental  hospital  patients  under  the  medicaid 
program.  These  provisions  would  have  a  most  serious  fiscal  and  pro- 
gram effect  in  Rhode  Island. 

Although  I  support  the  efforts  represented  in  H.R.  1  to  intensify 
medical  utilization  review  and  to  develop  greater  reliance  on  health 
maintenance  organizations,  I  cannot  accept  reduction  in  Federal  par- 
ticipation in  appropriate  kinds  of  care  for  title  XIX  beneficiaries. 
Such  reduction  would  leave  to  the  States  once  again  a  heavy  respon- 
sibility which  they  are  unable  to  meet  within  their  limited  resources. 
Indeed,  in  Rhode  Island  we  estimate  the  cost  of  the  proposed  changes 
to  be  in  excess  of  $3  million,  offsetting  by  half  the  $6.3  million  of 
State  savings  estimated  for  us  by  the  House  Ways  and  Means  Com- 
mittee under  the  H.R.  1  program. 

Finally,  let  me  bring  up  an  issue  of  immediate  and  vital  concern. 
I  was  delighted,  Senator  Ribicoff,  when  I  heard  you  say  you  were 
proposing  to  introduce  into  the  Senate  today  a  hold  harmless,  as  I  call 
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it,  fiscal  relief.  I  say  this  with  the  most  profound  respect  for  the 
members  of  this  committee.  States  must  have  fiscal  relief  now. 

The  impact  on  Khode  Island's  resources  of  increasing  numbers  of 
dependent  individuals  and  families  has  been  so  severe  as  to  create 
what  I  termed  in  my  1972  annual  massage  to  the  legislature,  "A  Wel- 
fare Crisis."  I  know  that  this  situation  is  prevalent  in  other  States. 
I  also  know  that  the  States  must  have  immediate  relief  if  we  are  to 
cope  with  the  urgent  needs  before  us. 

As  I  stated  to  the  Rhode  Island  General  Assembly,  "The  system's — 
welfare — fiscal  drain  on  the  States  is  seriously  impeding  their  efforts 
to  remain  financially  viable.  This  cannot  long  continue." 

The  various  hold-harmless  provisions  that  have  been  proposed  show 
a  general  recognition  of  the  need  for  immediate  fiscal  relief  for  the 
States.  I  view  these  proposals  with  some  hope. 

I  would  like  to  finally  conclude  by  saying  that  the  question  has 
arisen,  and  I  think  I  want  to  direct  myself  to  it,  as  to  whether  indeed 
each  of  the  States  does  not  have  an  obligation  with  respect  to  taking 
care  of  its  welfare  recipients. 

We  have  tried  that  but  I  think  we  can  address  the  Congress  on 
another  point,  and  that  is,  that  to  the  extent  that  the  economy  plays  a 
role  in  the  question  of  welfare,  it  must  be  said  that  that  cannot  be  a 
State's  responsibility  because  we  don't  live  in  a  vacuum  when  it  comes 
to  the  economic  strength  and  health  of  this  Nation. 

What  we  produce  is  not  sold  primarily  in  Rhode  Island ;  it  is  sold 
outside  of  the  State.  We  have  been  up  as  high  as  7  percent  with  our 
unemployment;  we  are  6.2  right  now.  I  think  Connecticut,  Senator, 
has  a  larger  unemployment  rate  than  does  Massachusetts. 

We  have  no  control  over  the  question  of  the  economic  strength  of  the 
Nation  and  while  Governors  have  on  occasion  taken  great  credit  for 
the  economic  prosperity  of  the  State  when  it  was  national  prosperity 
and  perhaps  they  shared  some  problems  when  we  don't  have  it,  the 
fact  is  we  don't  live  in  a  vacuum  and  if  employment  is  a  national 
responsibility  then  I  think  it  can  be  said  that  poverty  is  a  national 
responsibility. 

So,  in  my  view,  it  becomes  essential  that  we  look  at  this,  however  the 
financing — as  a  national  obligation.  If  you  are  talking  about  $2,400,  the 
State  of  Rhode  Island  will  get  some  $6,300,000  and  half  of  that  will 
go  in  some  of  the  other  changes — that  is  not  meaningful  reform  as 
far  as  financial  relief  to  my  State  is  concerned. 

So  I  come  here  to  say  to  the  Senate,  and  to  say  to  this  honorable  com- 
mittee, that  while  I  recognize  that  there  may  be  arguments  made  about 
the  symmetry  and  the  beauty  of  the  national  system,  I  am  for  it,  I 
would  be  less  than  candid  if  I  did  not  say  that  many  of  us — I  am  talking 
about  the  States  we  represent — are  in  severe  financial  difficulty  and  it 
is  going  to  take  the  Federal  Government  in  this  area. 

In  the  last  three  Governors  conferences  which  I  attended,  I  think 
with  respect  to  welfare  reform  it  was  unanimous;  every  Governor 
voted  that  welfare  should  be  taken  over  by  the  Federal  Government  on 
a  phased  basis. 

So,  I  am  delighted  to  have  this  opportunity,  Senator  Long  and 
members  of  the  committee,  to  come  down  and  join  with  Governor 
Sargent  and  the  other  Governors  who  feel  so  strongly  about  this 
matter. 
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The  Chairman.  Governor  Licht,  there  are  several  things  I  am 
convinced  that  we  will  do  in  the  Senate ;  First,  I  have  no  doubt  we  are 
going  to  provide  more  benefits.  We  have  differences  but  when  we  close 
the  door  on  this  committee  and  start  voting,  we  arrive  at  majority 
votes  and  it  puts  us  in  one  position  and  it  decides  the  questions. 

Now,  there  is  no  doubt  in  my  mind  that  however  we  work  this  thing 
out,  we  are  going  to  provide  more  benefits  for  the  deserving  cases ;  we 
are  going  to  do  that  for  the  aged,  disabled,  blind,  children.  There  will 
be  more  benefits. 

Second,  the  additional  benefits  that  we  provide  are  going  to  be  paid 
for  entirely  by  Federal  revenues.  We  are  not  going  to  expect  the  States 
to  put  up  additional  money  to  do  it;  and  third,  by  the  time  we  get 
through  with  it  the  bill  will  pay  less  and  we  will  be  moving  in  the  direc- 
tion of  the  Federal  Government  paying  the  entire  cost  of  a  uniform 
type  program. 

Now,  that  does  raise  one  question  in  my  mind  that  we  should 
resolve  and  that  is,  in  terms  of  administration ;  just  who  is  going  to  do 
the  paperwork  ? 

Now,  we  have  had  testimony  before  us;  for  example,  if  we  voted 
H.R.  1  through  the  way  the  House  passed  it,  it  would  be  18  months 
before  anybody  would  receive  the  first  check.  They  would  have  to  hire 
80,000  people.  How  many  interviews  would  have  to  be  conducted  of 
potential  recipients  ?  I  think  maybe  30,  40,  50  million  interviews,  some 
such  thing.  There  is  so  much  paperwork  and  so  much  redtape  involved 
that  it  would  be  18  months  before  people  would  get  the  first  benefit 
check. 

Now,  meanwhile  we  still  have  the  States  administering  their  pro- 
gram. Admittedly,  the  program  has  a  lot  of  discretion  that  the  State 
legislature  voted  and  apparently,  if  the  Federal  Government  is  going 
to  do  it  all,  that  would  mean  that  these  people  generally  would  have 
to  be  discharged  from  State  payroll.  But  most  of  them  would,  I  expect, 
apply  to  work  for  the  Federal  Government. 

Now,  we  handle  our  unemployment  insurance  differently.  The  Fed- 
eral Government  votes  the  tax  and  the  States  administer  it  .  You  had  a 
lot  of  objection  to  that  when  it  started  out  but  you  couldn't  change  it 
now ;  it  has  been  tried  and  it  can't  be  done. 

The  people  are  very  happy  with  the  amount  of  State  discretion  that 
is  left  in  the  program  and  State  administration  appeals  to  the  people 
in  those  States  and  it  appeals  to  a  majority  in  the  Congress. 

Now,  it  seems  to  me  that  the  next  step  should  be  simply  to  arrange 
to  pay  for  it  but  to  leave  the  same  people  who  are  administering  the 
program  now  to  administer  it  for  the  next  several  years  to  come. 

I  know  in  my  State  we  provide  benefits  and  will  continue  to  provide 
benefits  for  a  long  time  to  come  beyond  what  the  Federal  program 
provides.  Our  standards  for  the  aged,  for  example,  are  far  broader 
than  the  Federal  standards.  We  provide  hospital  care  to  a  great  num- 
ber of  people  who  apparently  are  not  eligible  for  it  under  Federal 
programs. 

Now,  what  would  your  reaction  be  to  simply  requiring  that  we  pay 
for  welfare  but  that  the  Governor  would  continue  to  appoint  the 
administrator  within  the  State  and  that  they  would  administer  it. 
Why  have  a  complete  Federal  takeover  of  the  administration  of  it? 

Governor  Licht.  Well,  I  can  appreciate  the  fact,  Senator,  that 
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certainly  if  you  put  a  deadline  for  the  changeover  of  administration, 
you  would  have  chaos ;  I  can  recognize  that  and,  as  a  matter  of  fact, 
it  is  a  fair  statement  to  make  that  while,  for  example,  there  are  some- 
times complaints  about  the  department  of  employment  security,  the 
fact  is  that  it  generally  is  not  a  problem  department.  It  gets  the  checks 
out  and  gets  paid  and  we  appoint  a  director  and  we  have — they  are 
all  on  the  Federal  payroll  but  there  is  an  organization  as  far  as  the 
department  of  employment  security  is  concerned. 

We  have  tried  in  Rhode  Island — and  I  can't  say  it  has  been  wholly 
successful — we  have  tried  to — we  think  it  is  a  progressive  step— we 
are  trying  to  move  from  the  matter  of  the  social  worker  handling 
both  the  eligibility  of  payment  and  to  the  business  or  his  business  of 
doing  social  work ;  and  we  have  separated  the  departments  where  case 
aides,  by  and  large,  are  handling  the  eligibility  and  payment  require- 
ments ;  whereas,  the  social  worker  is  intended  to  help  with  the  family 
and  in  attempting  to  do  the  work  for  which  that  person  has  been 
trained,  and  I  would  still  hope  that  even  if  there  was  a  system  in 
which,  for  example,  payments  were  on  a  national  basis  that  would 
leave  to  the  States  that  matter  of  the  social  worker,  the  person  on  the 
scene  who  would  be  creative  at  least  with  respect  to  whether  it  is 
marriage  counseling  or  helping  somebody  get  a  job  of  helping  in  many, 
many  ways. 

Now,  if  you  were  to  say  to  me  will  I  take  a  national  system  and  well 
administer  it  by  the  State,  yes,  I  will,  of  course.  I  am  not  going  to — 
I  wouldn't  let  the  change  rise  or  fall  based  upon  who  is  going  to  ad- 
minister it  and  whatever  the  wisdom  of  the  Senate  would  be  in  that 
regard.  But  my  own  view  is  if  we  could  get  the  eligibility  and  pay- 
ments from  the  national,  on  the  national  level,  or  payments  made  over 
a  period  of  time  so  you  wouldn't  have  chaos,  we  would  certainly  want 
to  continue  the  social  effort  with  respect  to  the  family  in  the  State 
of  Rhode  Island. 

The  Chairman.  It  seems  to  me,  Governor,  if  you  retain  some  State 
responsibility  in  this  program,  then  when  things  develop  in  it  that 
are  not  good,  those  of  us  who  vote  for  the  program  and  try  to  over- 
see it  will  come  a  lot  nearer  knowing  about  it  than  we  will  if  you  have 
simply  one  enormous  thing  administered  by  one  man  at  the  top  with 
a  lot  of  people  in  there  that  neither  you  nor  I  can  do  anything  about. 
By  retaining  some  State  responsibility  for  oversight  and  for  admin- 
istration we  would  come  a  lot  nearer  knowing  if  it  is  not  being  run 
the  way  it  ought  to  be  run  and  also  doing  something  about  it  than 
we  would  do  if  we  just  make  this  one  vast  Federal  program  which 
theoretically  is  being  run  by  a  Presidential  appointee  where,  as  a  prac- 
tical matter,  it  is  being  run  by  people  whom  I  will  never  know  and  you 
will  never  know. 

Governor  Licht.  I  think  you  would  get  a  lot  better  accountability 
if  we  retained  some  State  responsibility  in  this  matter. 
Senator  Bennett.  No  questions. 
Senator  Ribicoff.  Just  a  few. 

Mr.  Chairman,  again,  because  these  statistics  have  suddenly  gone 
through,  my  staff  points  out  ironically  when  HEW  said  our  bill  would 
put  30  million  on  welfare  they  then  said  the  cost  would  be  $22  billion. 
Today,  according  to  their  new  tables  when  they  say  we  have  40  million 
on  welfare,  they  say  now  the  cost  would  be  $16  billion.  I  point  this 
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out  to  indicate  we  have  gone  through,  all  this  with  medicare  and 
medicaid. 

You  remember  the  hassles  we  had  in  the  committee  to  try  to  get 
some  figures,  and  what  bothers  me  about  the  basic  dishonestly  of  this 
table  that  was  presented,  which  I  saw  for  the  first  time,  is  that  it  talks 
about  the  present  law  and  my  proposal  but  it  leaves  out  the  14  or  To 
million  that  would  be  on  it  under  H.R.  1. 

If  you  are  going  to  compare  these  tables,  the  least  that  HEW  could 
have  done  would  have  been  to  have  had  the  number  of  people  under 
present  welfare,  the  number  of  people  who  go  on  under  H.R.  1,  and 
the  number  that  go  on  under  my  proposal,  because  my  proposal  does 
add  more  people  than  H.R.  1  and  I  think  that  is  the  least  that  HEW 
could  have  done  to  play  honest  with  this  committee,  Mr.  Chairman. 

A  few  questions,  Governor. 

The  unemployment  rate  is  some  6  percent? 

Governor  Light.  6.2. 

Senator  Ribicoff.  How  many  people  ? 

Governor  Licht.  24,000  pi  us. 

Senator  Ribicoff.  24,000. 

Let  us  say  that  we  had  adequate  public  service  job  programs  in  this 
country.  How  many  people  could  you  legitimately  put  on  in  construc- 
tive employment  in  public  service  employment  in  the  State  of  Rhode 
Island? 

Governor  Licht.  I  would  like  to  answer  it  this  way,  Senator :  We 
are  now  training  under  the  WIN  program  people  and  we  have  more 
people  who  want  to  be  trained  than  we  have  slots  for,  but  the  point 
is  at  this  stage  after  we  train  them  what  do  we  do  with  them  ? 

Senator  Ribicoff.  Which  is  a  tragedy;  you  train  people  for  a  job 
and  not  have  any  jobs  existing  for  them. 

Governor  Licht.  That  is  precisely  the  case. 

If  you  were  to  say  to  me  let's  make  a  distinction  between  just  make- 
work  and  meaningful  jobs  

Senator  Ribicoff.  Meaningful  work  ? 

Governor  Licht.  I  think  you  would  have  to  put  it  that  way  because 
I  don't  think  we  are  going  to  advocate  just  makeshift.,  makework 
jobs.  I  am  not  able  to  tell  you  but  I  am  certain  that  considering  it  is 
not  fair  to  say  that  everybody — I  am  talking  about  the  AFDC  cases — 
that  everybody  who  in  AFDC  is  going  to  be  able  to  go  to  work,  but 
take  those  who  can  go  to  work,  that  if  in  your  proposal  there  are  some 
300,000  jobs  you  are  talking  about,  we  would  take  a  fair  percentage 
of  that  and  we  would  put  them  to  meaningful  work. 

Senator  Ribicoff.  I  am  just  curious  about  your  experience. 

You  heard  me  questioning  Governor  Sargent  and  you  must  have 
the  same  problem  with  all  the  grant  programs — there  are  some  168 
programs  supposedly  addressed  to  alleviating  poverty,  and  the  cost 
is  some  $31  billion. 

Do  you  consider  that  each  and  every  one  of  those  168  programs  does 
alleviate  poverty  ? 

Governor  Licht.  No;  I  do  not.  I  think,  for  example,  the  OEO 
program  that  has  perhaps  been  one  of  the  most  successful  has  been 
the  health  care  centers  around  the  community  in  the  Providence  area. 
There  have  been  a  number  of  jobs  in  OEO  where  I  think,  on  the 
administrative  level,  where  persons  who  otherwise  might  never  have 
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had  an  opportunity  toward  administrative  positions  and  to  come  to 
the  point  of  holding  jobs  of  this  kind,  have  taken  a  position.  But  if 
you  mean  has  it  eliminated  poverty  or  has  it  given  great  numbers  of 
meaningful  jobs,  many  of  these  programs,  I  have  to  frankly  say,  no. 

Senator  Ribicoff.  In  other  words,  if  it  came  to  a  choice  with  a  $40 
billion  deficit  this  year  and  maybe  another  $50  billion  deficit  next 
year,  of  trying  to  find  the  money,  would  it  be  preferable  to  supple- 
ment the  working  poor  or  people  on  welfare  with  the  cash  to  bring 
them  up  to  poverty  rather  than  many  of  these  168  programs  that  as 
far  as  I  can  determine-  

Governor  Licht.  You  can  go  to  programs  and  eliminate  them  to  get 
the  money  to  finance  the  program ;  no  question  about  it. 

Senator  Ribicoff.  Thank  you  very  much. 

May  I  commend  you,  Governor,  living  in  the  State  of  Connecticut 
I  am  interested  in  my  fellow  New  England  Governors.  I  follow  your 
activities  with  great  interest  and  I  want  to  commend  you  for  the  excel- 
lent job  you  are  doing  in  the  State  of  Rhode  Island. 

Senator  Bennett.  The  chairman  has  asked  me  to  call  on  Senator 
Jordan  next. 

Senator  Jordan.  Thank  you.  I  just  have  one  or  two  questions, 
Governor. 

Your  State,  obviously,  is  doing  a  better  than  average  job  with  re- 
spect to  your  welfare  people — sixth  in  the  United  States,  and  I  think 
you  said  you  are  above  the  national  average  in  degree  of  effort. 

The  point  has  been  raised  about  people  going  to  the  welfare  mar- 
ket rather  than  the  job  market.  Are  you  aware  of  in-migration  into 
your  State? 

Governor  Licht.  We  have  attempted,  Senator,  to  make  a  deter- 
mination with  respect  to  that  and  I  must  say  to  you  that  we  have  no 
demonstrable  evidence  to  indicate  that  we  have  a  large  shift  based 
upon  movement  in  the  welfare  market  rather  than  the  job  market. 

Senator  Jordan.  You  haven't  any  figures? 

Governor  Licht.  Well,  I  think  the  figures  we  have,  we  do — the 
figures  we  have  are  really  not  significant  figures.  We  have  some  figures 
and  I  can  get  them  to  you;  but  I  know  the  results  of  what  we  sub- 
mitted to  the  Senate,  our  own  State  senate,  with  respect  to  these  mat- 
ters indicated  that  the  movement  was  not  significant. 

Senator  Jordan.  I  wondered  how  extensive  it  was  because  we  keep 
hearing  various  witnesses  say  there  is  a  movement. 

Governor  Licht.  We  have  not  found  that  to  be  the  case  and  I  will 
submit,  with  your  permission,  I  will  submit  those  figures. 

Senator  Jordan.  Very  well ;  if  you  will,  please. 

(The  following  information  was  subsequently  received  by  the 
committee :) 

State  of  Rhode  Island  &  Peovidence  Plantations, 

Executive  Chamber, 
Providence,  February  7,  1972. 

Hon.  Russell  B.  Long, 

Chairman,  Finance  Committee,  U.S.  Senate,  Washington,  D.C. 

Dear  Mr.  Chairman  :  During  discussion  following  my  testimony  on  HR  1 
before  the  Honorable  Members  of  your  Committee  on  January  24,  1972,  a  ques- 
tion was  raised  concerning  residency  and  public  assistance  expenditures.  Since 
data  on  this  matter  was  presented  to  our  Rhode  Island  Senate  last  year  in 
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response  to  a  Resolution  by  that  body  I  said  that  I  would  be  pleased  to  make 
copies  of  the  material  available  for  your  Committee's  use.  I  am  enclosing  fifteen 
copies  of  the  response  to  the  Senate  Resolution  prepared  by  John  J.  Affleck,  Di- 
rector of  the  State  Department  of  Social  and  Rehabilitative  Services,  and  John 
C.  Murray,  as  State  Budget  Officer. 

I  very  much  appreciated  and  enjoyed  the  opportunity  to  again  discuss  with  you 
and  the  Honorable  Members  of  your  Committee  my  thoughts  on  the  need  for 
welfare  reform.  Certainly,  the  subject  is  one  of  the  major  issues  facing  the 
American  people  today,  and  it  is  my  hope  that  some  meaningful  resolution  of 
the  issue  can  be  reached  which  will  include  essential  fiscal  relief  to  the  states. 

With  best  wishes  and  appreciation  for  your  courtesy  and  consideration. 
Sincerely, 

Frank  Licht,  Governor. 

Enclosures. 

June  16,  1971. 

To :  The  Honorable  Senate. 

From :  John  J.  Affleck,  Director,  Department  of  Social  and  Rehabilitative 
Services. 

John  C.  Murray,  Budget  Officer,  Division  of  the  Budget,  Department  of 
Administration. 

Subject:  Resolution  S.  911 — Re  Residency  and  Public  Assistance:  Further  Data. 

In  further  reference  to  S.  911  and  as  planned  in  our  response  of  June  7,  1971. 
we  are  pleased  to  provide  the  Honorable  Members  of  the  Senate  with  the  follow- 
ing data  secured  from  the  study  of  Aid  to  Families  with  Dependent  Children 
cases  newly  accepted  during  the  October-December  1970  quarter  and  the  General 
Public  Assistance  cases  newly  accepted  during  May  1971. 

AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN 

There  were  990  AFDC  families  newly  accepted  during  the  October-December 
quarter.  All  such  newly  accepted  Aid  to  Families  with  Dependent  Children  cases 
in  Providence  (328)  were  read  by  members  of  the  Social  Audit  Unit  of  the  Public 
Assistance  Agency.  In  order  to  complete  the  statewide  findings  promptly,  a 
random  sample  of  one-third  of  the  total  of  661  cases  accepted  outside  the  City  of 
Providence  was  read,  namely,  220  cases.  The  findings  of  the  sample  cases  outside 
Providence  (220),  were  factored  by  three  to  arrive  at  statewide  findings. 

Table  I  below  shows  the  recorded  length  of  residence  in  Rhode  Island. 

TABLE  I 


Number  of        Percent  of 


Recorded  length  of  residence  in  Rhode  Island  cases  cases 


Lived  in  Rhode  Island  entire  life     642  64.  8 

5  years  or  more       85  8.6 

3  to  5  years      27  2.7 

1  to  3  years   65  6.6 

Under  1  year      171  17.3 

Former  Rhode  Islanders       50  5.1 

New  residents     121  12.2 


Total       100.0 


Nearly  two-thirds  of  the  990  AFDC  families  had  lived  in  Rhode  Island  their 
entire  lives.  An  analysis  of  the  171  who  had  less  than  one  year  of  Rhode  Island 
residence  showed  that  50  had  had  some  prior  Rhode  Island  residence.  Some 
were  born  and  raised  in  this  State  before  marrying  and  moving  away  or  had 
lived  for  some  years  in  Rhode  Island  before  moving  out  of  State.  Some  had  par- 
ents or  other  relatives  still  living  in  Rhode  Island. 

Table  II  below  shows  the  breakdown  between  Providence  and  outside  Provi- 
dence for  the  171  newly  accepted  Aid  to  Families  with  Dependent  Children  cases 
with  less  than  one  year  residence  in  Rhode  Island. 
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TABLE  II 


Outside 

Providence 

Providence 

actual 

projected 

Total 

total 

total 

State 

Number  with  under  1  year: 

Former  Rhode  Islanders  ...  .. 

20 

30 

50 

New  residents    

55 

66 

121 

Total   

75 

96 

171 

Total  new  cases  accepted   

328 

662 

990 

Percent  with  under  1  year: 

Former  Rhode  Islanders  

6.1 

4.5 

5.1 

New  residents..   

16.8 

10.0 

12.2 

Total  percent  

22.9 

14.5 

17.3 

TABLE  III  i 

Former  Rhode 

Islanders 

All  other 

Total 

Percent 

To  be  with  or  near  relatives  

  3i 

46 

77 

45.0 

Had  a  job  to  come  to  

  8 

11 

19 

11.1 

To  seek  work..      . 

15 

16 

9.4 

Other  reasons  

  4 

39 

43 

25.1 

Not  reported....   

  -  6 

10 

16 

9.4 

Total   

   50 

121 

171 

100.0 

Percent   29.2  70.8  100 


i  Table  III  shows  the  reasons  why  families  with  less  than  1-year  residence  in  Rhode  Island  came  to  the  State. 

The  most  frequent  reason  reported  for  coming  to  Rhode  Island  for  those  fami- 
lies with  less  than  one  year  of  residence  was  to  be  near  or  to  live  with  relatives 
(77  of  171  or  45%),  including  several  who  came  to  care  for  ill  parents.  Another 
20.5%  (35  of  171)  represented  either  those  having  employment  to  come  to  or  seek- 
ing employment. 

Table  IV  below  indicates  two-thirds  of  the  cases  with  under  one  year  resi- 
dence came  from  the  Northeast  (114  of  171)  ;  27  came  from  the  South  (15.8%)  ; 
18  came  from  western  States ;  seven  from  the  north  central  region ;  and  five 
came  from  outside  the  continental  United  States. 

TABLE  IV 


Total  Percent 


Northeast   114  66. 4 

South    27  15.8 

West   18  10. 3 

North  central   7  4. 1 

All  other   5  3. 4 


Total   171  100.0 


The  171  Aid  to  Families  with  Dependent  Children  cases  accepted  during  the 
quarter  studied,  with  under  one  year  residence  in  Rhode  Island,  received  $45,000 
in  AFDC  money  payments  during  that  quarter,  representing  $21,700  in  State 
funds.  The  length  of  assistance  rendered  varied  from  a  minimum  of  two  weeks 
to  the  total  quarter. 

The  current  status  of  the  171  cases  studied,  which  had  less  than  a  one-year 
residence  in  Rhode  Island  prior  to  acceptance  on  Aid  to  Families  with  Depend- 
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ent  Children,  was  reviewed  as  part  of  the  study  as  of  May  30,  1971.  Sixty-eight  of 
the  171  cases  have  been  closed.  These  include  24  who  obtained  employment ;  17 
who  moved  out  of  State ;  10  because  the  absent  father  returned  to  the  home ; 
three  because  of  increased  support  from  the  absent  father ;  and  14  closed  for  a 
variety  of  other  reasons. 

The  review  as  of  May  30,  1971  indicated  the  68  cases  closed  had  received 
Aid  to  Families  with  Dependent  Children  for  an  average  period  of  3.4  months 
and  had  been  closed  to  assistance  for  an  average  period  of  3.1  months.  One 
hundred  three  of  the  171  cases  studied  continued  to  receive  assistance  as  of 
May  30, 1971. 

It  is  significant  to  note  that  during  the  October-December  1970  quarter,  140 
Aid  to  Families  with  Dependent  Children  cases  were  closed  because  they  moved 
from  the  State. 

GENERAL  PUBLIC  ASSISTANCE 

The  Social  Audit  Unit  reviewed  the  total  number  of  Providence  cases  newly 
accepted  and  a  random  sample  for  areas  outside  of  Providence  for  the  month 
of  May  1971.  The  sample  outside  of  Providence  included  both  rural  and  urban 
areas.  The  study  revealed  that  eight  of  204  new  caces  accepted  for  a  General 
Public  Assistance  money  payment  during  the  month  had  lived  in  Rhode  Island 
less  than  one  year.  This  was  4.0%  of  all  such  acceptances. 

As  noted  in  our  memorandum  to  the  Honorable  Senate  under  date  of  June  7, 
1971,  the  current  study  documents  again  the  increasing  mobility  of  the  American 
family.  This  is  seen  in  the  movement  into  and  out  of  the  State  of  individuals 
who  for  whatever  reason  may  need  financial  assistance  at  a  point  in  time  and 
shows  an  intensification  of  this  mobility  since  the  1967  study  noted  in  our  June  7 
memorandum.  Again,  as  in  1967,  no  evidence  developed  during  the  study  to 
demonstrate  moving  to  Rhode  Island  was  directly  attributable  to  the  lack  of 
residence  requirements  in  the  Federal/State  categories  of  assistance  and  the 
authority  of  the  Local  Welfare  Directors  to  waive  the  residency  requirement 
under  certain  circumstances  in  General  Public  Assistance.  Families  and  indi- 
viduals moved  to  Rhode  Island  primarily  for  a  variety  of  economic  and  social 
factors  involving  seeking  employment  opportunities  and/or  joining  families. 

Senator  Jordan.  Does  your  State  have  a  graduated  income  tax  ? 
Governor  Licht.  I  think  you  would  have  to  say  we  do,  but  you 
wouldn't  call  it  that.  We  have  the  piggyback. 
Senator  Jordan.  I  see ;  you  take  a  percentage  ? 

Governor  Licht.  A  percentage  of  the  Federal  liability  so  we  have 
built  in  to  our  tax  the  Federal  graduated  income  tax  of  the  Federal 
Government. 

Senator  Jordan.  Of  course,  you  graduate  it;  you  are  just  the  same 
as  the  Federal  Government  ? 

Governor  Licht.  You  mean  we  don't  have  our  own  graduated 
income  tax  but  wre  follow  the  Federal  ? 

Senator  Jordan.  But  if  you  follow  Federal  rates,  then  you  are 
graduated  ? 

Governor  Licht.  Precisely. 

Senator  Jordan.  That  is  all. 

Senator  Bennett  (presiding).  Senator  Nelson ? 

Senator  Hansen  ? 

Senator  Hansen.  No  questions,  Mr.  Chairman. 

Senator  Bennett.  Just  one  observation:  Khode  Island  being  the 
kind  of  a  State  it  is  and  being  so  close  to  Boston  and  New  York, 
might  not  be  expected  to  have  the  kind  of  immigration  that  they  have 
had  because  particularly  in  New  York  the  people  who  are  looking  for 
welfare  tend  to  go  to  the  big  urban  cities.  That  has  been  the  pattern 
in  the  past? 

Governor  Licht.  Senator,  I  was  not  attempting  to  suggest  that  New 
York  or  Massachusetts  might  not  have  a  different  experience ;  but  I 
think  Senator  Jordan  was  directing  his  question  to  our  experience. 
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Senator  Bennett.  That's  right. 

Governor  Licht.  And  I  wouldn't  like  the  impression  to  be  left  that 
I  think  that  might  be  a  factor. 

We  just  have  not  had  that  experience. 

Senator  Bennett.  No  further  questions,  then,  Governor. 

Governor  Licht.  Thank  you  very  much. 

(Governor  Licht's  prepared  statement  follows :) 

Written  Testimony  before  the  Senate  Finance  Committee  on  H.R.  1,  by 
Gov.  Frank  Licht,  Rhode  Island 

I  am  Governor  Frank  Licht  of  Rhode  Island,  and  I  thank  you  for  giving  me 
this  opportunity  to  present  my  views  on  H.R.  1.  I  am  accompanied  today  by 
John  J.  Affleck,  Director  of  the  Rhode  Island  Department  of  Social  and 
Rehabilitative  Services,  and  Joseph  F.  Murray,  Acting  Administrator  of  our 
Assistance  Payments  Program  in  that  Department. 

I  last  appeared  bef  ore  the  distinguished  members  of  the  Senate  Finance  Com- 
mittee in  September,  1970,  to  discuss  the  Family  Assistance  Plan  then  under 
consideration,  H.R.  16311,  both  as  to  its  specific  impact  on  my  own  State  and  its 
general  adequacy  as  a  measure  of  national  welfare  reform. 

Since  the  first  draft  of  the  Family  Assistance  Plan  was  introduced  into  the 
United  State's  Congress  more  than  two  years  ago,  there  have  been  numerous 
changes  in  the  legislation  and  even  more  innumerable  proposals  for  changes. 
The  intense  and  widespread  nature  of  the  surrounding  discussions  point  up  the 
very  critical  problems  inherent  in  our  present  social  welfare  system  and  the 
growing  awareness  of  the  desperate  financial  position  in  which  State  governments 
throughout  the  nation  are  being  placed  because  of  the  burdens  of  this  system. 

I,  for  one,  am  encouraged  by  the  broadened  scope  of  the  present  legislation. 
Knowing  your  very  real  concern  in  this  area  and  your  obvious  commitment  to 
genuine  welfare  reform,  I  wish  it  were  possible  for  me  to  come  before  you  today 
to  advocate  passage  of  H.R.  1  in  its  present  form.  I  cannot  do  this. 

Instead,  I  believe  that  many  of  the  words  I  used  16  months  ago  to  describe  my 
stand  on  H.R.  16311  are  still  valid  in  their  application  to  H.R.  1.  At  that  time 
I  noted  that,  "In  H.R.  16311  there  is  for  the  first  time  a  fundamental  recognition 
of  federal  responsibility  to  establish  a  national  minimum  assistance  level  for  the 
Aged,  Blind,  Disabled,  and  family  groups,  including  those  deprived  of  parental 
support.  Movement  toward  this  concept  is  long  overdue,  and  I  support  this 
approach.  The  legislation  now  before  us,  however,  is  inadequate." 

My  position  today  is  that  certain  standards  of  the  proposed  legislation  con- 
tinue to  be  grossly  inadequate  and  that  the  bill,  generally,  still  fails  to  come  to 
grips  with  isome  very  fundamental  social  and  financial  problems. 

For  example,  the  proposed  income  level  of  $2400  for  a  family  of  four,  without 
Food  Stamps1,  falls  far  short  of  meeting  minimum  human  needs. 

There  is  no  provision  for  the  Federal  Government  to  share  directly  with  the 
State  any  of  the  cost  of  supplemental  assistance. 

Increased  State  expenditures  for  Medical  Assistance  would  be  inevitable  as 
new  families  became  eligible  for  aid  under  the  provisions  of  H.R.  1. 

Moreover,  there  are  cutbacks  in  the  current  bill  for  Medicaid  coverage. 

And,  the  Federal  program  as  proposed  continues  to  exclude  single  individuals, 
and  childless  couples. 

In  other  words,  I  believe  that  this  measure  falls  far  short  of  the  massive 
welfare  reform  so  desperately  needed. 

THE  RHODE  ISLAND  PROGRAM 

I  speak  as  a  Governor  of  a  State  which  is  doing  everything  within  its  ability  to 
meet  the  human  needs  of  its  citizens.  As  a  frame  of  reference  for  my  remarks 
let  me  point  out  that  during  fiscal  year  1970,  Rhode  Island  with  sixth  in  the 
United  States  in  the  amount  expended  per  inhabitant  for  Public  Assistance  pay- 
ments ;  fifth  in  the  United  States  in  the  amount  expended  per  capita  for  Medical 
Assistance;  fourth  in  the  United  States m in  the  amount  of  personal  income  per 
$1,000  spent  in  Public  Assistance.  At  the  same  time  we  were  fourteenth  in  the 
United  States  in  per  capita,  income  and  during  fiscal  1970,  we  were  eleventh  in 
the  United  States  in  the  number  of  public  assistance  recipients  per  1000 
population. 
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When  I  came  to  testify  before  this  Committee  in  1970  there  were  some  43,000 
people  receiving  AFDC.  Today  this  number  has  increased  16  percent  to  50,000. 
During  this  same  period  the  rate  of  monthly  expenditure  increased  28  percent 
from  2.5  million  dollars  monthly  to  3.2  million  dollars  monthly.  During  the 
ten  year  period  from  June,  1961,  through  June,  1971,  our  AFDC  regular  case- 
load increased  from  5300  families  to  12,800  up  140  percent.  Since  June,  1961 
our  rate  of  AFDC  spending  for  maintenance  increased  from  $660,000  monthly 
to  3.2  million  dollars  last  month.  Rhode  Island  is,  therefore,  now  spending  at 
five  times  its  rate  of  ten  years  ago. 

Xo  one  can  dispute  Rhode  Island's  extraordinary  investment  in  human 
resources,  and  no  one  can  dispute  the  extraordinary  drain  this  has  meant  on  my 
small  State's  limited  fiscal  resources.  In  Rhode  Island  we  already  provide 
between  $2800  and  $3200  for  a  family  of  four.  Welfare  today,  including  Medical 
Assistance,  accounts  for  approximately  one  quarter  of  the  State's  total  budget 
which  is  supported  by  both  the  income  and  the  sales  tax. 

THE  ECONOMY 

As  you  know,  our  nation  has  experienced  the  worst  economic  crisis  in  a 
generation.  The  unemployment  rate  in  the  country  is  reflected  in  the  unem- 
ployment rate  in  Rhode  Island. 

Many  persons  within  my  State  have  been  out  of  work  for  more  than  a  year  and 
some  persons  are  presently  receiving  extended  imemployment  benefits.  Many 
others  will  now  be  able  to  take  advantage  of  the  new  national  legislation  pro- 
viding for  additional  weeks  of  emergency  unemployment  assistance. 

There  is  a  direct  connection  between  the  health  of  our  economy  and  the 
welfare  caseload  as  can  be  seen  by  the  fact  that  from  July  1,  1970.  to  June  30, 
1971,  our  AFDC  caseload  for  Unemployed  Fathers  increased  almost  250  percent. 

KIBICOFF  AMENDMENTS 

It  is  my  conviction  that  certain  amendments  to  H.R.  1  offered  by  Senator 
Ribicoff  and  endorsed  by  many  other  Senators,  including  the  Senior  Senator 
of  my  State,  John  O.  Pastore,  and  a  number  of  Governors,  including  myself, 
would  markedly  improve  the  proposed  legislation.  I  particularly  endorse — 

(1)  The  increase  in  levels  of  payment,  for  families  ; 

(2)  Federal  participation  in  the  cost  of  required  State  supplementation 
of  the  Federal  grant  levels ; 

(3)  Increasing  Federal  responsibility  on  a  phased  basis  to  the  point  in 
1976  where  income  maintenance  payments  would  be  fully  federalized  : 

(4)  The  inclusion  of  single  individuals  and  childless  couples; 

(5)  Continuation  of  the  present  matching  plan  for  social  services; 

(6)  The  calculation  of  income  availability  on  a  current  basis  rather  than 
on  the  basis  of  earning  for  the  previous  three-quarters  of  a  year : 

(7)  Protection  of  Civil  Service  rights,  retirement  benefits,  etc.  for  career 
State  welfare  employees. 

The  passage  of  a  bill  including  these  amendments  and  the  present  provisions 
in  H.R.  1  for  strengthening  the  child  welfare  program  through  Federal  partici- 
pation in  the  costs  of  foster  care,  day  care  and  adoption,  would,  in  my  view, 
represent  the  most  significant  social  legislation  since  the  original  passage  of  the 
Social  Security  Act. 

It  is  estimated  by  the  U.S.  Department  of  HEW  that  with  the  passage  of? 
H.R.  1,  the  number  of  persons  participating  in  and  benefiting  from  Rhode 
Island's  welfare  program  would  increase  by  some  50  percent.  For  the  most 
part,  these  additional  persons  would  include  the  heretofore  neglected  working 
poor,  many  of  whom  Rhode  Island  already  does  try  to  supplement,  through  a 
totally  State  financed  General  Public  Assistance  Program. 

Although  the  proposed  legislation  does  not  mandate  the  extension  of  medical 
care  benefits  to  these  additional  persons,  it  would  be  difficult  for  a  State  to 
deny  to  some  benefits  received  by  others.  Providing  additional  medical  care  will 
mean  a  substantial  increase  in  State  costs,  if  these  people  are  included  under 
the  Title  XIX  program.  We  cannot  ignore  these  immediate  increased  costs  by 
anticipating  eventual  enactment  of  a  Xational  Health  Insurance  program. 

H.R.  1  also  proposes  significant  changes  in  the  Medicare  and  Medicaid  provi- 
sions of  the  Social  Security  Act.  We  applaud  the  proposal  to  make  available 
to  social  security  disability  beneficiaries  the  provisions  of  the  Federal  Medicare 
program  now  available  to  individuals  over  65.  We  are  concerned,  however,  with 
the  proposal  which  decreases  Federal  financial  participation  by  one-third  after 
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the  first  sixty  days  of  care  provided  in  a  general  hospital  for  Title  XIX  Medic- 
aid beneficiaries. 

Further,  we  oppose  the  proposal  to  allow  for  administrative  discretion  to 
reduce  the  Federal  share  of  the  cost  of  skilled  nursing  home  care  and  we  oppose 
a  decrease  in  Federal  matching  by  one-third  after  90  days  of  treatment  for  men- 
tal hospital  patients  under  the  Medicaid  program.  These  provisions  would  have 
a  most  serious  fiscal  and  program  effect  in  Rhole  Island. 

Although  I  support  the  efforts  represented  in  H.R.  1  to  intensify  medical 
utilization  review  and  to  develop  greater  reliance  on  Health  Maintenance 
organizations,  I  cannot  accept  reduction  in  Federal  participation  in  appropriate 
kinds  of  care  for  Title  XIX  beneficiaries.  Such  reduction  would  leave  to  the 
States  once  again  a  heavy  responsibility  which  they  are  unable  to  met  within 
their  limited  resources.  Indeed,  in  Rhode  Island  we  estimate  the  cost  of  the 
proposed  changes  to  be  in  excess  of  three  million  dollars,  offsetting  by  half  the 
6.3  million  dollars  of  State  savings  estimated  for  us  by  the  House  Ways  and 
Means  Committee. 

ADULT  CATEGORIES 

I  continue  to  support  strongly  those  aspects  of  this  legislation  which  will 
transfer  the  determination  of  eligibility  and  the  payments  of  monies  for  the 
A-ged,  the  Blind,  and  Disabled  into  the  Social  Security  Administration.  In  my 
State  some  80  percent  of  our  Old  Age  Assistance  caseload  receives  supplementa- 
tion of  low  Social  Security  benefits.  One  cannot  quarrel  with  the  suggestion 
that  those  who  are  aged,  blind  or  disabled  receive  from  the  Government  an 
amount  of  money  which  will  enable  them  to  spend  their  remaining  years  in 
dignity  and  in  a  decent  environment. 

ADMINISTRATION 

When  I  appeared  here  previously  I  expressed  my  concern  that  the  Family 
Assistance  Plan  would  place  a  ceiling  on  expenditures  for  social  services  and 
that  collections  made  on  behalf  of  clients,  especially  the  support  from  absent 
fathers,  would  go  to  the  Federal  government.  I  continue  to  oppose  both  of  these 
provisions.  While  I  recognize  that  H.R.  1  provides  for  greater  Federal  partici- 
pation in  the  cost  of  Day  Care  and  Family  Planning  Services,  limitations  on 
other  forms  of  social  services  would  hamper  a  State's  ability  to  design  programs 
directed  at  ensuring  and  enhancing  family  stability  and  individual  self-sufficiency. 

INTERIM  FISCAL  RELIEF 

Finally,  let  me  bring  up  an  issue  of  immediate  and  vital  concern — interim 
fiscal  relief  for  the  States.  I  say  this  with  the  most  profound  respect  for  the 
members  of  this  Committee — the  States  must  have  fiscal  relief  now. 

The  impact  on  Rhode  Island's  resources  of  increasing  numbers  of  dependent 
individuals  and  families  has  been  so  severe  as  to  create  what  I  termed  in  my 
1972  Annual  Message  to  the  Legislature,  "A  Welfare  Crisis."  I  know  that  this 
situation  is  prevalent  in  other  States.  I  also  know  that  the  States  must  have 
immediate  relief  if  we  are  to  cope  with  the  urgent  needs  before  us.  As  I  stated 
to  the  Rhode  Island  General  Assembly,  "the  system's  (welfare)  fiscal  drain  on 
the  States  is  seriously  impeding  their  efforts  to  remain  financially  viable.  This 
cannot  long  continue." 

The  various  hold-harmless  provisions  that  have  been  proposed  show  a  general 
recognition  of  the  need  for  immediate  fiscal  relief  for  the  States.  I  view  these 
proposals  with  some  hope. 

CONCLUSION 

Gentlemen,  the  legislation  under  your  consideration  is  complex  and  intricate. 
Each  section  of  this  very  extensive  bill  will  have  far-reaching  effects.  I  have 
only  attempted  to  bring  forth  those  issues  which  will  have  the  most  profound 
impact  on  my  own  State.  If  I  have  expressed  the  concerns  of  others,  it  is  because 
we  face  so  many  similar  problems  and  have  had  such  common  experiences. 

Thank  you. 

Senator  Bennett.  In  the  absence  of  the  chairman  and  assuming  that 
when  he  told  me  to  call  on  Senator  Jordan,  my  power  goes  to  the  end 
of  the  period,  the  meeting  will  be  adjourned  and  we  will  be  together 
again  at  10  o'clock  tomorrow  morning. 

(Whereupon,  at  12 :  25  p.m.,  the  hearing  was  adjourned,  to  reconvene 
at  10  a.m.,  Tuesday,  January  25, 1972.) 
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TUESDAY,  JANUARY  25,  1972 

U.  S.  Senate, 
Committee  on  Finance, 

Washington,  D.C. 
The  committee  met,  pursuant  to  recess,  at  11 :05  a.m.,  in  room  2221, 
New  Senate  Office  Building,  Senator  Kussell  B.  Long  (chairman) 
presiding. 

Present:  Senators  Long,  Ribicoff,  Byrd,  Jr.,  of  Virginia,  Nelson, 
Bennett,  Curtis,  Miller,  Jordan  of  Idaho,  Fannin,  and  Hansen. 

The  Chairman.  The  hearing  will  come  to  order. 

I  would  like  to  explain  that  the  absence  of  our  Democratic  members 
at  this  moment  is  due  to  the  fact  that  a  Democratic  conference  is  going 
on.  The  Democratic  members  will  be  along  when  the  conference  breaks 
up. 

We  are  honored  to  have  today  three  of  the  Nation's  outstanding 
Governors,  the  first  of  whom  will  be  Hon.  Richard  Ogilvie,  Governor 
of  Illinois. 

STATEMENT  OF  HON.  RICHARD  B.  OGILVIE,  GOVERNOR  OF  THE 
STATE  OF  ILLINOIS,  ACCOMPANIED  BY  EDWARD  T.  WEAVER, 
DIRECTOR,  ILLINOIS  DEPARTMENT  OF  PUBLIC  AID 

Governor  Ogilvie.  Thank  you,  sir. 

Mr.  Chairman  and  members  of  the  committee,  I  have  with  me 
Edward  T.  Weaver  who  is  the  director  of  the  Illinois  Department  of 
Public  Aid,  in  the  likelihood  that  you  are  going  to  ask  me  some 
technical  question  and  I  may  need  an  expert  witness,  if  that  meets 
with  your  approval. 

The  Chairman.  Fine ;  he  can  sit  beside  you,  Governor. 

Governor  Ogilvie.  He  is  sitting  right  here,  sir. 

Gentlemen,  I  am  grateful  for  the  opportunity  to  testify  here  today. 
I  regard  the  issue  at  stake  in  your  discussions  to  be  of  paramount 
importance  to  the  future  of  this  Nation  and  its  constituent 
governments. 

In  the  bluntest  possible  terms,  I  believe  the  present  disaster  in  the 
administration  of  public  welfare  presents  a  serious  challenge  to  the 
viability  of  our  Federal  system. 

In  the  first  place,  the  imposition  of  a  detailed  and  increasingly  rigid 
structure  of  administrative  regulations  has  given  the  Federal  welfare 
bureaucracy,  quite  literally,  a  life-or-death  grip  over  the  ability  of 
State  governments  to  act  in  the  best  interests  of  their  citizens  in  this 
important  activity. 
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But  of  even  more  immediate  concern,  the  present  system  is  threaten- 
ing the  States,  especially  the  major  industrial  States  like  my  own,  with 
financial  chaos. 

Last  October  we  determined  that  our  present  appropriation  of  $1 
billion,  $53  million  for  welfare  would  fall  Si 80  million  short  of  ade- 
quately funding  Illinois'  present  program.  Of  that  total,  the  shortage 
in  State  resources,  exclusive  of  Federal  reimbursements,  would  be  $107 
million. 

Faced  with  this  urgent  dilemma,  we  have  attempted  to  accomplish 
two  major  goals  in  the  administration  of  our  Illinois  welfare  program : 

First,  we  are  doing  everything  possible  to  maintain  existing  grant 
levels  for  the  blind,  the  aged,  the  disabled  and  families  with  dependent 
children,  in  other  words,  those  in  the  federally  assisted  categorial 
programs. 

Second,  in  order  to  save  sufficient  resources  to  accomplish  the  first 
objective,  we  have  attempted  to  make  some  selective  changes  in  other 
aspects  of  the  welfare  system. 

At  the  outset,  I  should  say  that  we  in  Illinois  recognized  3  years  ago 
the  urgency  of  the  first  objective,  as  I  mentioned,  as  we  also  saw  the 
need  for  increased  aid  to  our  schools,  expanded  day-care  efforts,  reform 
in  our  penal  system,  toucher  laws  and  machinery  for  fighting  pollution, 
and  more  humane  facilities  for  our  mentally  retarded. 

In  a  spirit  of  bipartisan  responsibility,  the  legislature  at  mv  urging, 
enacted  in  1969  the  first  income  tax  in  our  State's  history.  With  that 
action  we  raised  more  than  $1  billion  in  the  first  full  year  of  the  levy 
and  increased  by  nearly  50  percent  our  State's  general  revenues. 

Substantial  increases  in  most  other  State  levies,  except  for  the 
regressive  sales  tax,  also  were  enacted  that  same  year. 

Yet,  just  3  vears  later,  we  find  ourselves  in  a  financial  strait  jacket 
once  again.  Why?  The  reason  is  quite  simple  and  is  best  illustrated 
by  citing  this  one  fact : 

Eighty-four  percent  of  the  increase  in  State  revenue  during  fiscal 
1972  in  our  State  is  being  absorbed  by  the  welfare  budget  alone,  and 
even  that  is  now  proving  to  be  insufficient.  That  leaves  16  percent  of 
our  new  revenues  to  meet  the  growing  demands  of  our  colleges,  com- 
mon schools,  hard-pressed  local  governments,  park  system,  correc- 
tions system,  and  other  traditional  activities  of  State  government. 

Accomplishment  of  our  first  objective  has  proven  difficult  because 
we  are  at  the  mercy  of  national  conditions  beyond  the  control  of  the 
States,  especially  the  recent  economic  recession  with  its  higher  rates 
of  unemployment  and  the  growing  awareness  of  poor  people  of  their 
right  to  relief  and  their  increasing  propensitv  to  claim  it. 

These  trends  have  converged  on  in  Illinois  with  devastating  human 
and  fiscal  results. 

During  calendar  1971,  some  203,000  new  people  joined  the  rolls 
of  those  claiming  welfare  benefits  in  Illinois.  Our  monthly  disburse- 
ment rose  from  $68  to  $91  million.  To  illustrate  the  impact  of  that 
growth,  it  is  as  if  the  entire  population  of  our  second  largest  city  and 
all  of  its  surrounding  suburbs  were  added  to  the  caseload  in  just  1 
year's  time. 

Needless  to  say,  keeping  up  with  this  growing  burden  has  severelv 
crippled  our  capacity  to  provide  other  essential  services — those  in 
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education,  health,  child  care  and  manpower  development — services 
which  are  intended  to  help  keep  families  off  the  welfare  rolls  in  the 
first  place. 

Despite  these  pressures,  however,  we  have  thus  far  succeeded  in 
maintaining  the  existing  grant  levels  in  the  federally  assisted  categori- 
cal programs  of  assistance. 

Indeed,  I  believe  Illinois  is  the  only  major  industrial  State  which 
has  increased  its  grants  in  the  past  2  years  to  reflect  the  rising  cost 
of  living. 

But  our  effort  to  make  selective  changes  in  other  aspects  of  the  pro- 
gram has  been  temporarily  stymied,  thus  casting  serious  doubt  on 
our  ability,  that  is,  the  ability  of  the  State  to  continue  maintaining 
present  grant  levels  in  the  categorical  programs. 

At  present  levels  of  spending,  our  entire  welfare  appropriation  will 
run  out  next  May,  several  weeks  before  the  end  of  the  current  fiscal 
year. 

Our  efforts  to  accomplish  the  second  objective — selective  reforms — 
have  been  centered  in  three  areas.  I  would  like  to  cite  each  of  them 
briefly  and  the  nature  of  the  delay  we  have  encountered. 

First,  medicaid.  Only  6  years  old,  this  program  already  comprises 
44  percent  of  our  total  welfare  budget  and  constitutes  by  all  odds 
the  fastest  growing  component  of  the  welfare  systems. 

We  have  sought  to  make  selective  cutbacks  and  eliminate  duplica- 
tion in  what  we  feel  are  nonessential  services  to  reduce  the  sort  of 
overuse  we  have  found. 

These  changes  have  been  obstructed  in  court  by  a  series  of  allega- 
tions that  the  State  must  do  these  things:  (1)  provide  individual 
hearings  upon  request  to  each  of  the  800,000  recipients  who  might 
be  adversely  affected;  (2)  commit  itself — the  State  to  commit  itself — 
to  a  definition  of  comprehensive  health  care  far  exceeding  anything 
envisioned  by  Congress  when  it  enacted  that  provision;  and  (3)  im- 
prove its  utilization  review  program  to  control  costs. 

Despite  HEW  administrative  approval  of  our  program  revisions, 
the  Federal  regulations  are  so  contradictory  and  so  confusing  that 
they  open  wide  loopholes  which  allow  welfare  rights  groups  to  initiate 
interminable  litigation  to  delay  proceeding  with  the  federally- 
approved  changes. 

The  second  focus  of  our  concern  has  been  public-service  employment. 

Our  attempt  to  utilize  Emergency  Employment  Act  funds  for  the 
hiring  of  welfare  recipients  for  jobs  in  State  and  local  governments 
was  delayed  by  legal  maneuvering  and  administrative  difficulties. 

Our  third  effort  at  selective  reform  involves  the  relationship  be- 
tween Federal  categorical  assistance  and  our  county  relief  or  general 
assistance  program. 

For  years  Illinois  has  met  its  welfare  responsibilities  well  beyond 
Federal  requirements  with  a  State-local  program  for  aiding  the  work- 
ing poor,  single  employables,  childless  coiiples,  and  other  persons  who 
do  not  fit  the  narrow  definitions  of  the  Federal  categories. 

I  think  it  is  worth  noting  that  the  local  contribution  to  this  effort 
presently  consists  only  of  a  1-mill  levy  at  the  county  or  township 
level,  and  that  the  remainder,  which  is  about  92  percent  of  the  total 
dollar  commitment,  is  provided  solely  from  State  source. 
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In  the  face  of  the  financial  pressures  I  have  already  described,  we 
sought  to  force  local  governments,  especially  Cook  County  where  more 
than  90  percent  of  the  general  assistance  funds  are  expended,  to  shift 
their  eligible  recipients  to  the  Federal  categorical  programs  where 
that  was  possible  and  thus  save  the  State  some  $20  million. 

We  proposed  to  shift  funds  within  our  existing  appropriation  from 
the  general  assistance  effort  to  the  categorical  programs  that  were 
funded  by  the  Federal  Government  in  order  to  avoid  making  the 
grant  reductions  which  would  hit  hardest  those  least  able  to  sustain 
the  cuts. 

And  it  was  that  effort  which  has  been  enjoined  by  the  Illinois  courts 
and  they  have  done  that  on  the  intriguing  grounds  that  we  cannot 
make  distinctions  between  those  poor  people  who  are  eligible  for 
Federal  assistance  and  those  who  are  not. 

In  light  of  these  experiences  and  considering  the  legislation  now 
pending  before  your  committee,  Mr.  Chairman,  I  would  like  to  make 
two  basic  recommendations : 

First,  it  is  essential  that  the  bill  which  emerge  from  this  committee 
include  a  provision  holding  the  States  harmless  from  the  present 
skyrocketing  increases  in  welfare. 

Because  of  the  relatively  narrow  tax  base  of  most  States  and  local 
governments  and  the  preemptive  nature  of  the  Federal  income  tax, 
the  States  simply  are  not  able  to  sustain  these  sudden  cost  increases 
of  the  dimensions  we  have  been  experiencing  in  the  past  few  years, 
an  average  of  30  percent  a  year  for  the  last  3  years. 

As  evidence  of  the  relative  abilities  of  different  levels  of  govern- 
ment to  meet  their  needs,  we  may  cite  those  figures,  with  which  you  are 
probably  familiar  with :  During  the  past  5  years  State  governments 
were  forced  to  increase  their  tax  collections  by  67  percent;  for  local 
governments  the  figure  was  50  percent ;  but  for  the  Federal  Govern- 
ment tax  collections  in  the  same  period  went  up  only  25  percent  or 
less  than  half  the  rate  of  increase  for  State  and  local  units  combined. 

Senator  Percy's  proposed  amendment  to  H.R.  1,  which  is  supported 
bv  the  Governors  of  the  States,  would  authorize  the  expenditure  of 
$561  million  to  help  the  States  meet  a  portion  of  the  increase  in  welfare 
costs  incurred  in  the  year  beginning  last  July  1. 

Because  Federal  payments  would  be  limited  to  120  percent  of  the 
outlavs  for  fiscal  1971,  this  bill  would  offer  incentives  to  the  States 
for  tighter  administration  while  relieving  them  of  the  present  intoler- 
able financial  burden.  I  would  urgently  commend  the  Percy  amend- 
ment to  you  for  your  favorable  consideration. 

Senator  Miller.  Mr.  Chairman,  could  I  interrupt  at  this  point? 

In  my  text  it  has  $1  billion  88  million  as  the  cost. 

Governor  Ogilvie.  That  was  the  first  cost-out,  Senator.  We  have 
since  received  further  information  that  was  originated  in  HEW  and 
I  have  provided  a  copy  of  that  schedule  which  shows  the  total  figure 
for  all  States  would  be  the  figure  I  cited — $561  million. 

Senator  Miller.  $561  million? 

Governor  Ogilvie.  $561  million. 

Senator  Miller.  Thank  you. 

Governor  Ogilvie.  Secondly,  I  would  urge  you  to  consider  the  pas- 
sage of  reform  legislation,  such  as  H.R.  1,  as  an  opportunity  for  sim- 
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plifying  an  exceedingly  complex  tangle  of  contradictory,  costly  and 
virtually  incomprehensible  laws  and  regulations. 

An  effective  federal  system  requires  that  the  State  and  Federal 
Governments  complement  each  other  and  not  function  as  adversaries. 
Yet,  the  present  administrative  morass  makes  inevitable  such  adver- 
sary relationship. 

One  one  hand,  too  much  has  been  delegated  to  agency  determina- 
tion, permitting  and,  in  fact,  encouraging  the  kind  of  judicial  inter- 
action we  are  experiencing  in  Illinois.  On  the  other  hand,  State  admin- 
istration has  been  paralyzed  by  Federal  rules  when  flexibility  at  the 
State  level  was  most  needed. 

There  are  some  very  important  steps  forward  contained  in  the  bill 
now  before  you  which  I  believe  are  essential  to  your  final  product : 

1.  It  corrects  one  of  the  most  glaring  inequities  of  the  existing  sys- 
tem by  making  provision  for  the  working  poor,  a  vital  step  toward 
reversing  the  debilitating  welfare  psychology. 

2.  It  also  establishes  the  principle  of  a  national  floor  of  assistance, 
thus  allowing  for  the  elimination  of  the  present  gross  disparities  among 
the  States. 

3.  It  takes  cognizance  of  the  need  for  a  greater  Federal  role  in  the 
financing  of  public  assistance,  a  recognition  of  the  truly  national  na- 
ture of  the  problem  we  face. 

If  the  legislation  you  enact  can  retain  these  vital  principles,  while 
coming  to  grips  with  the  incredible  complexity  of  the  existing  system, 
you  will  have  performed  an  enduring  service  not  only  to  our  be- 
leaguered Federal  system  but  also  to  some  15  million  Americans  now 
on  relief. 

As  an  aid  to  the  administration  of  welfare  in  the  future,  I  have  di- 
rected our  State  agencies  in  Illinois  to  undertake  a  section-by-section 
analysis  of  H.R.  1  to  assess  its  impact  on  the  implementation  of  wel- 
fare programs.  I  would  like  to  request  permission  of  this  committee 
that  this  analysis  be  submitted  at  a  later  date  to  be  included  as  an 
appendix  to  this  testimony. 

Mr.  Chairman  and  gentlemen,  I  thank  you  for  the  opportunity  to 
appear  here  this  morning  and  we  are  prepared  to  try  to  answer  your 
questions. 

The  Chairman.  Well,  thank  you  very  much,  Governor.  To  the  ex- 
tent that  we  can  find  the  money  to  provide  some  welfare  relief  for 
State  governments  we  will  do  so.  At  the  same  time,  we  will  try  to  pro- 
vide more  generous  benefits  where  we  think  we  can. 

There  is  a  great  deal  of  harassment  against  your  State  government 
in  your  efforts  to  try  to  use  what  funds  are  available  to  you  for  the 
benefit  of  people  as  best  you  can  that  the  majority  of  us,  I  think,  and 
I  know  on  this  committee,  would  like  to  relieve  you  of. 

I  know  you  are  doing  the  best  you  can  with  the  present  situation. 

Governor  Ogilvie.  Thank  you,  sir. 

Senator  Bennett.  Mr.  Chairman,  I  have  five  questions  on  which  the 
Governor  felt  he  would  like  to  expand.  I  suggest  because  it  is  now  11 :20 
and  the  Republican  members  of  the  committee  have  an  appointment 
at  12 :30,  like  the  Democrats  had  at  10  o'clock,  that  we  ask  the  Governor 
to  submit  these  questions  and  answers  for  the  record  without  taking 
the  time  to  read  the  questions  and  answers. 

May  I  do  that? 
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Governor  Ogilvie.  Yes,  sir ;  we  will  be  happy  to  do  that. 
The  Chairman.  Yes. 

(Questions  and  answers  referred  to  follow:) 

Question:  You  mentioned,  Governor,  that  you  have  not  teen  able  to  imple- 
ment changes  in  the  Medicaid  program  in  Illinois.  Would  you  be  more  specific 
in  outlining  the  reasons  for  this  failure? 

Answer :  Illinois'  experience  in  attempting  to  reform  the  Medicaid  program 
further  illustrates  several  points  I  made  in  my  testimony.  Illinois  entered  into 
the  Medicaid  program  in  July,  1966.  We  have  since  developed  one  of  the  most 
comprehensive  Medicaid  programs  in  the  country.  At  this  time,  however,  we  are 
anticipating  a  budget  deficit  of  $90  million  in  Medicaid  for  Fiscal  1972 — we  simply 
have  not  been  able  to  keep  up  with  soaring  Medicaid  costs. 

In  order  to  alleviate  this  situation  I  proposed  several  program  changes  includ- 
ing a  reduction  of  benefits  to  the  medically  needy  (the  MA-NG  program) ,  adjusted 
reimbursement  rates  for  hospital  care,  a  hospital  utilization  review  program,  and 
a  freeze  on  payments  to  hospitals.  The  courts  have  enjoined  us  from  making  most 
of  these  changes.  In  each  case  our  actions  have  been  paralyzed  by  regulations 
promulgated  by  H.E.W.  One  regulation  requires  that  a  hearing  be  granted  to 
any  recipient  requesting  one,  even  if  the  change  in  benefits  is  a  "policy  decision", 
and  across-the-board  reduction.  Another  requires  the  State  to  pay  "reasonable 
costs"  for  medical  care. 

I  cite  these  cases  as  examples  of  federal  regulations  that  only  serve  to  frustrate 
state  initiatives  to  control  costs  of  a  program  that  everyone  agrees  is  too  costly. 
I  have  noted  that  HR  1  will  give  the  states  more  latitude  in  setting  rates  for  ex- 
ample. These  provisions,  however,  are  only  beginning  steps  toward  improving  our 
Medicaid  system.  While  I  realize  that  major  health  insurance  proposals  are  being 
considered  by  Congress,  I  urge  you  to  reconsider  strengthening  the  Medicaid  por- 
tions of  HR  1.  Without  further  changes,  states  like  Illinois  will  not  be  able  to 
sustain  comprehensive  medical  programs  for  the  poor. 

Question:  What  other  changes  have  you  proposed  to  control  welfare  costs  in 
Illinois? 

Answer :  As  I  also  mentioned  in  my  testimony,  I  proposed  changing  the  General 
Assistance  program  (Home  Relief  in  other  states)  in  Illinois.  Faced  with  fiscal 
problems  that  had  no  immediate  answer,  we  were  forced  to  choose  among  the 
poor.  Let  me  stress  the  point  that  Illinois,  unlike  many  other  states,  has  not 
reduced  benefits  to  AFDC  and  AABD  recipients.  I  have  held  that  we  have  a 
primary  responsibility  to  protect  our  children  and  the  aged.  I  therefore  pro- 
posed that  General  Assistance  payments  to  Chicago  be  reduced.  The  State  pays 
90%  of  G.A.  costs  in  Chicago.  The  funds  originally  allocated  were  transferred 
into  the  AFDC  program  where  federal  reimbursement  would  be  received.  Again 
the  State  was  taken  to  court,  and  we  have  been  ordered  to  continue  General 
Assistance  payments  at  their  previous  levels. 

Illinois'  experience  with  General  Assistance  is  again  related  to  HR  1.  While 
this  program  remains  local  in  nature  in  many  states,  states  like  Illinois  are  also 
assuming  a  greater  share  of  the  program's  costs.  At  the  same  time  General 
Assistance  exemplifies  arbitrary  and  inequitable  treatment  of  a  portion  of  our 
poor  population.  A  next  step  in  major  welfare  reform  is  to  deal  with  both  the 
human  and  fiscal  inequities  of  this  situation. 

Question:  It  would  be  helpful  if  you  would  elaborate  on  the  "hold-harmless" 
funding  proposal  that  ivas  introduced  by  Senator  Percy  as  an  amendment  to  the 
Tax  Bill.  Would  you  also  state  your  opinions  on  the  "hold-harmless"  provisions 
of  HR  1? 

Answer:  The  need  for  fiscal  relief  in  the  states  is  immediate.  In  Illinois  we 
anticipate  a  public  aid  deficit  of  $108  million  in  State  dollars,  or  $180  million 
in  total  expenditures.  This  deficit  has  been  somewhat  alleviated  by  trimming  the 
General  Assistance  caseload  of  persons  ineligible  for  any  program  and  persons 
eligible  for  the  federal  categorical  programs. 

I  therefore  have  worked  with  Senator  Percy  to  support  an  interim  fiscal  relief 
measure  that  would  provide  100%  federal  reimbursement  for  20%  of  the  in- 
crease in  public  aid  expenditures  during  Fiscal  Year  1972.  The  proposal  re- 
quires that  states  maintain  present  benefit  levels  in  order  to  receive  "hold- 
harmless"  funding.  This  was  added  to  protect  recipient  grant  levels.  Since  the 
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Percy  proposal  only  covers  20%  of  the  increase  in  expenditures,  states  are 
encouraged  to  control  public  aid  costs.  The  Administration  supports  this  pro- 
posal, and  I  strongly  urge  its  acceptance. 

Furthermore  I  support  the  "hold-harmless"  provisions  of  HR  1.  I  would  sug- 
gest, however,  that  in  order  to  make  these  provisions  consistent  with  the  Percy 
proposal  the  base  year  be  changed  to  Fiscal  Year  1971  instead  of  Calendar  Year 
1971.  ( This  would  also  afford  the  states  greater  fiscal  relief. ) 

Question:  Governor,  I  realize  that  Illinois,  has  been  planning  a  public  service 
jobs  program  for  welfare  recipients  utilizing  Emergency  Employment  funds. 
Since  the  present  version  of  HR  1  requires  that  a  portion  of  funds  for  work  and 
training  programs  be  used  to  create  public  service  jobs,  I  would  like  you  to 
outline  the  major  provisions  of  your  program  and  point  out  what  you  hope  it 
will  accomplish. 

Answer:  My  staff  has  spent  a  considerable  amount  of  energy  designing  the 
public  service  jobs  program  for  welfare  recipients.  As  a  result  we  have  gained 
invaluable  understanding  of  what  must  go  into  such  a  program.  Illinois  received 
$12  million  in  Emergency  Employment  funds  for  this  program.  With  these  funds 
approximately  3,700  jobs  will  be  created  through  grants  to  cities,  counties,  and 
the  State  itself.  The  program  has  several  important  aspects.  All  jobs  have  been 
designed  to  include  career  development  opportunities.  We  take  great  pride  in  the 
fact  that  these  are  not  "dead-end"  jobs.  Jobs  were  chosen  to  meet  unmet  public 
needs  and  cover  the  areas  of  mental  health,  correctional  rehabilitation,  children 
and  family  services,  education,  and  conservation  of  our  state  and  local  parks. 
While  our  program  has  been  designed  to  provide  people  with  a  work  experience 
that  will  eventually  lead  them  into  an  unsubsidized  job  and  independence  from 
welfare,  we  have  emphasized  the  need  for  a  program  that,  at  the  same  time,  pro- 
vides meaningful  work  experiences.  I  would  be  pleased  to  offer  to  this  committee 
Illinois'  expertise  to  ensure  the  effectiveness  of  public  service  jobs  programs  as 
proposed  in  H.R.  1  and  mandated  under  the  Talmadge  amendments.  Utilizing 
work  and  training  funds  in  this  manner  is  an  extremely  important  contribution 
to  improving  the  effectiveness  of  our  work  programs.  In  Illinois  there  are  many 
welfare  recipients  who  want  to  work — we  must  provide  them  with  job  oppor- 
tunities. 

Question:  As  Tm  sure  you  are  aware,  H.R.  1  introduces  a  major  change  in  the 
provision  of  social  services  by  placing  a  ceiling  on  available  federal  funds.  What 
implications  will  this  have  for  Illinois? 

Answer :  Illinois  has  greatly  expanded  social  service  programs  in  the  past  few 
years.  A  ceiling  on  services  would  significantly  hinder  further  progress.  The 
Federal  matching  support  in  such  areas  as  foster  care  and  adoption  services  are 
examples  of  the  kind  of  new  initiative  undertaken  by  our  State  which  would  be 
slowed  or  reduced  by  a  ceiling  on  expenditures. 

Futhermore,  the  provision  of  day  care  services  in  H.R.  1  is  very  important. 
We  need  to  develop  a  greater  capacity  and  in  Illinois  we  have  increased  our 
budget  for  day  care  sixfold  in  the  past  three  years.  Open  ended  support  for 
further  development  is  essential  if  we  are  to  help  potential  wage  earners  get  off 
the  welfare  rolls.  At  the  same  time  day  care  must  be  quality  care.  Simply  pro- 
viding a  storage  place  for  children  so  mothers  can  be  forced  to  work  will  not 
solve  the  dependency  problems  that  lead  to  the  perpetuation  of  welfare  reliancy 
from  one  generation  to  the  next.  Day  care  must  provide  a  means  for  breaking 
the  poverty  cycle  by  providing  comprehensive  development  for  children. 

Senator  Bennett.  I  have  one  other  comment. 

Governor,  I  am  the  author  of  an  amendment  to  H.R.  1  which  would 
set  up  a  voluntary  system  of  peer  standards  review  in  an  attempt  to 
control  the  rising  cost  of  medicare  that  grows  out  of  improper  utiliza- 
tion, unnecessary  medical  services  and  the  use  of  unnecessary  sites,  the 
treatment  at  the  wrong  sites. 

I  am  very  much  interested  to  notice  in  a  story  in  the  Chicago  Sun- 
Times  of  October  12,  1971,  that  you  have  organized  a  plan  to  cover 
your  medicaid  problem  in  Illinois  which  probably  is  very  much  like 
the  amendment  that  I  will  suggest  to  this  bill. 

Has  it  been  successful  ? 
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Governor  Ogilvie.  I  believe,  Senator,  you  are  referring  to  the  pro- 
gram we  have  described  as  HASP — H-A-S-P — Hospital  Admission 
and  Surveillance  Program  ? 

Senator  Bennett.  Right. 

Governor  Ogilvie.  Yes,  sir.  We  went  to  the  Illinois  Medical  Society 
and  asked  for  their  cooperation  in  assisting  in  a  monitoring  of  the 
hospitalization  of  our  public  aid  recipients.  They  have  agreed  to  co- 
operate in  this  program.  It  has  been  estimated,  I  think  reliably,  if  we 
could  cut  the  hospital  stay  of  welfare  recipients  by  1  day  we  could 
save  $12  million  in  Illinois  of  the  overhead  that  is  presently  committed 
to  medicaid. 

Let  me  make  it  clear,  too,  that  we  feel,  in  fact  we  have  indications 
that  public  aid  recipients  when  they  get  into  hospitals  tend  to  be  the 
last  ones  that  get  attended  to  in  operating  schedules  and  things  of 
that  nature  and  a  doctor  perhaps  would  be  more  inclined  to  take  a 
so-called  paying  patient,  private  paying  patient,  earlier  than  he  might 
take  a  public  aid  recipient  who  is  in  there  for  attention.  They  go  in, 
we  will  say,  on  a  Friday  for  a  workup  and  operation  Saturday  and 
they  get  knocked  off  the  operating  schedule  and  may  not  get  on  until 
Monday  and  Tuesday. 

In  the  meantime  we  are  paying  over  $100  a  day  to  keep  that  indi- 
vidual in  that  institution.  HASP  was  put  into  operation  just  a  few 
days  ago. 

Senator  Bennett.  I  assume  then  that  you  would  welcome  a  Federal 
counterpart  to  HASP?  And  I  would  like  to  suggest  that  you  have 
your  welfare  people  or  the  people  who  are  operating  HASP  take  a 
look  at  what  has  been  done  recently  in  the  State  of  New  Mexico 
where  New  Mexico  is  a  small  State ;  they  have  only  800  physicians ; 
they  have  set  up  a  foundation,  as  you  have  and  they  have  reviewed 
all  the  medicaid  cases  in  that  State. 

They  have  discovered  that  32  percent  of  the  people  now  in  nursing 
homes  shouldn't  be  there;  and  they  have  succeeded  in  reducing  the 
number  of  hospital  days  drastically;  and  this  is  a  whole  statewide 
effort.  They  have  been  over  all  the  State  and  it  is  a  very  dramatic 
thing. 

Governor  Ogilvie.  It  is  very  encouraging. 

Senator  Bennett.  I  hope  that  my  amendment  will  again  be  ap- 
proved ;  it  was  approved  by  the  Senate  when  it  was  offered  in  1969, 
to  the  bill  which  was  finallv  not  passed,  1970,  but  I  hope  that  if  it  is 
approved  it  can  then  be  linked  in  to  State  efforts  on  medicaid  so 
perhaps  the  same  group  can  be  checking  the  medicare  patients  and  the 
medicaid  patients  and  others  who  get  hospital  treatment  for  one  reason 
or  another,  because  if  we  don't  have  something  like  this,  I  think  the 
cost  of  medical  care  for  the  indigent  and  for  the  people  who  are 
entitled  by  law  to  Government  support  in  medical  care  will  get  to 
the  point  where  it  will  bankrupt  social  security  and  greatly  increase  the 
cost  of  State  medical  services. 

I  personally  would  be  interested  in  a  report  of  the  success  of  your 
Illinois  experience;  I  think  this  committee  would,  because  we  are 
facing  the  same  problem. 

Governor  Ogilvie.  We  will  be  happy  to  provide  that. 

Senator  Bennett.  Thank  you. 
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(At  presstime  the  material  referred  to  had  not  been  received  by  the 
committee.) 

Senator  Bennett.  No  other  questions,  Mr.  Chairman. 
The  Chairman.  Senator  Ribicoff? 

Senator  Kibicoff.  Thank  you  very  much,  Mr.  Chairman. 

Governor,  Senator  Percy's  proposal  would  limit  State  payments  to 
120  percent  of  your  1971  outlays.  Congressman  Mills  of  the  House  and 
myself  in  the  Senate  have  introduced  an  amendment  to  reimburse 
you  on  the  basis  of  100  percent  instead  of  80  percent  of  your  1971 
expenditures. 

Would  you  prefer  Senator  Percy's  or  my  proposal  ? 

Governor  Ogilvie.  I  think  the  answer  is  obvious ;  we  would  prefer 
yours.  I  helped  Senator  Percy  develop  the  amendment  and,  very 
frankly,  sir,  we  asked  for  what  we  thought  we  were  likely  to  get. 

Senator  Ribicoff.  And  I  remember  that  I  told  Senator  Percy  as  far 
as  I  was  concerned  there  was  a  lot  of  justice  and  we  would  look  into  it. 
I  do  believe  that  your  State  as  well  as  my  State  and  other  States  des- 
perately need  this  help. 

Now,  would  you  tell  me  what  is  the  average  payment  in  Illinois  for 
a  family  of  four? 

Governor  Ogilvie.  We  have  a  monthly  card  put  out,  Senator,  which 
I  will  be  happy  to  give  you  and  I  will  recite  from  this.  It  shows  a 
breakdown  of  all  the  categories,  the  amounts  that  went  into  funding 
that  particular  category  for  the  last  available  month  which  happens 
to  be  November  in  the  case  I  have  here,  and  in  the  month  before  that, 
October;  so  we  get  some  indication  of  a  monthly  change  as  well  as 
the  yearly  change  from  November  1970  to  November  1971. 

It  was  $237.71  in  November  1971,  exclusive  of  food  stamps. 

Senator  Ribicoff.  In  other  words,  that  is  about  $2,800  ? 

Governor  Ogilvie.  That  is  approximately  right. 

Senator  Ribicoff.  Do  you  believe  that  any  beneficiary  should  receive 
less  than  he  or  she  is  now  receiving  under  any  welfare  reform  bill  ? 

Governor  Ogilvie.  Certainly  I  would  hope  we  would  not  see  any  re- 
duction in  grant  levels  involved.  That  is  why  we  in  Illinois  are  work- 
ing so  hard  to  keep  grants  at  existing  levels  in  the  program  we  have. 

Senator  Ribicoff.  Under  H.R.  1,  the  Federal  payments  are  at  a  per- 
manent level  of  $2,400.  Do  you  believe  a  family  of  four  in  Illinois  can 
live  on  $2,400? 

Governor  Ogilvie.  Well,  they  probably  can  survive  but  not  live. 
Senator  Ribicoff.  Not  very  well  ? 
Governor  Ogilvie.  That's  right. 

Senator  Ribicoff.  And  that  is  on  a  permanent  basis  without  any  pro- 
vision for  increased  costs  due  to  inflation. 

How  would  you  react  to  the  Federal  Government  by  1976  taking 
over  the  entire  burden  of  welfare  costs  with  a  declining  State  partici- 
pation between  now  and  1976  ? 

Governor  Ogilvie.  Senator,  that  would  depend  on  what  else  would 
go  along  with  it.  I  am  not  prepared  to  accept  as  a  static  condition 
that  any  f amity  of  four  is  going  to  have  to  stay  on  welfare  indefinitely. 
There  are  other  programs — not  necessarily  other  programs  but  flexi- 
bility for  the  State  of  Illinois  to  work  through  some  of  the  areas  that 
I  described  in  my  earlier  testimony — where  we  could  work  to  get  them 
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off.  We,  of  course,  are  interested — concerned  that  a  family  have  enough 
not  just  to  survive  but  to  live  on. 

Senator  Ribicoff.  That's  right ;  but  basically  vou  would  be  in  favor 
of  federalizing  whatever  welfare  still  exists  by  1976  ? 

Governor  Ogilvie.  Senator,  the  millennium  will  have  arrived  when 
that  happens. 

Senator  Ribicoff.  When  that  happens.  And  that,  as  far  as  you  as 
Governor  are  concerned  would  be  devoutly  hoped  for  ? 

Governor  Ogilvie.  If  I  could  get  the  Congress  to  take  over  welfare 
and  f undine  education,  it  would  be  a  delightful  experience. 

Senator  Ribicoff.  Is  there  any  reason  you  can  see  whv  a  person  who 
is  working:  as  hard  as  he  can  at  the  most  menial  task  who  is  receiving 
$2,000  or  $2,400  a  year  should  be  receiving  a  total  income  smaller  than 
a  family  on  welfare  who  is  not  working  ? 

Governor  Ogilvie.  I  think  that  is  a  deplorable  situation.  I  had  an 
earlier  office.  I  was  sheriff  of  Cook  County  and  I  had  some  policemen 
who  were  at  that  time — we  have  since  improved  this — who  were  so 
poorly  paid  that  they  were  asking  for  opportunities  to  get  food  stamps 
and  other  assistance,  just  to  get  by. 

Senator  Ribicoff.  So,  in  other  words,  the  family  assistance  part  of 
the  President's  program  you  believe  is  most  important  ? 

Governor  Ogilvie.  I  do. 

Senator  Ribicoff.  And  the  fact  that  many  people  condemn  welfare, 
which  is  a  great  semantic  mistake  which  was  made  by  this  adminis- 
tration, doesn't  scare  you,  the  fact  is  that  there  is  basic  justice  in  pay- 
ing somebody  who  is  working  and  doing  their  best  and  not  being  able 
to  keep  body  and  soul  together,  financed  by  the  Federal  exchequer? 

Governor  Ogilvie.  I  think  one  of  the  great  disservices — and  I  won't 
point  my  finger  at  any  individual — that  has  happened  is  we  tend  to 
generalize  welfare  so  that  in  the  ordinary  citizen's  mind  when  you 
are  talking  about  the  aged,  the  blind  or  the  permanently  disabled, 
they  are  lumped  in  with  those  people  who  do  take  advantage  of  the 
system.  We  tend  to  generalize  from  the  particular  deplorable  case  that 
does  come  to  the  attention  of  the  public  and  assume  this  is  an  indictment 
of  the  whole  system. 

Senator  Ribicoff.  Let  me  ask  you  what  is  the  rate  of  unemployment 
in  Illinois  ? 

Governor  Ogilvie.  4.9 

Senator  Ribicoff.  That  would  be  about  how  many  people  out  of 
work  in  Illinois? 

Governor  Ogilvie.  Well,  we  have  a  total  population  of  approxi- 
mately 11  million.  I  would  suppose  that  250,000  are  out  of  work. 

Senator  Ribicoff.  So  in  that  250,000  I  would  assume  you  have 
trained  workers,  experienced  workers,  educated  workers  who  can't 
find  a  job  in  Illinois  today  ? 

Governor  Ogilvie.  That  is  correct. 

Senator  Ribicoff.  From  your  experience  as  Governor,  many  people 
on  welfare  lack  education,  lack  skills,  lack  experience;  isn't  that 
correct  ? 

Governor  Ogilvie.  Right. 

Senator  Ribicoff.  So  it  would  be  difficult  for  them  to  find  a  job  in 
their  present  market  with  the  high  unemployment  rate? 
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Governor  Ogilvie.  Not  only  difficult ;  I  would  say  virtually  impos- 
sible in  some  cases. 

Senator  Kibicoff.  Virtually  impossible.  So  if  we  talk  about  making 
people  work  in  order  to  get  welfare  this  is  a  great  illusion  if  we  have 
no  jobs  to  give  people? 

Governor  Ogilvie.  I  would  say  at  the  present  time  it  would  not  be 
possible.  With  an  improving  economy  it  could  be  possible  sometime 
in  the  future. 

Senator  Ribicoff.  All  right.  But  now  we  are  talking  about  the  pres- 
ent or  a  bill  that  goes  into  effect  July  1, 1973. 

Now,  take  the  State  of  Illinois.  If  it  weren't  a  question  of  money 
and  a  shortage  in  revenue  funds  that  you  have  in  your  State  treasury, 
could  you  develop  a  program  of  public  service  jobs  in  Illinois,  not 
leaf -raking  but  jobs  of  significance  that  would  add  to  the  overall 
benefit  of  all  the  people  of  Illinois?  Could  you  find  public  service  jobs 
to  put  people  to  work? 

Governor  Ogilvie.  Yes;  we  can.  In  fact,  we  have.  Illinois,  under 
the  EEA  program,  is  involved  in  a  voluntary  type  of  approach  to 
public  service  jobs.  We  have  been  required,  as  you  know,  by  HEW,  or 
the  Labor  Department,  excuse  me,  to  indicate  twice  the  number  of  jobs 
funds  are  available  to  fill.  We  have  done  that  rather  easily  and  these 
are  jobs,  I  might  say,  Senator,  that  have  been  identified  because  they 
have  the  potential  of  developing  into  a  career  of  some  nature — of  a 
career  nature  with  the  opportunity  to  develop  dignity. 

Senator  Ribicoff.  Would  you  please  give  us  some  examples  of  the 
type  of  work  that  this  tvpe  of  emplovee  is  now  engaged  in? 

Governor  Ogilvie.  We  have  identified  in  the  area  of  mental  health 
technician  trainee  200  individual  positions  in  State  government  at  a 
beginning  salary  of  $4,610  annually;  mental  health  technicians, 
$2,750 ;  support  service  workers,  100  of  those,  $4,350  a  year ;  laborers, 
skilled  and  semiskilled  workers  in  conservation — there  is  a  great  need 
for  this  in  a  State  like  Illinois  to  develop  and  improve  our  recreational 
areas — 58  positions  at  $6,000  a  year. 

Resident  counselors — this  just  happens  to  be  12  in  an  expanded  cor- 
rectional program — prison  guards ;  we  need  25  of  those,  at  an  average 
salary  of  $7,613,  for  improved  security  at  our  state  penal  institutions. 

In  the  department  of  public  aid,  a  position  described  as  eligibility 
aide,  198  positions  there  at  $5,117  annually. 

I  have  a  component  of  the  Governor's  Office  which  we  call  the  Gov- 
ernor's Office  of  Human  Relations  and  we  are  looking  for  field  or 
neighborhood  representatives  to  go  into  the  communities  as  eyes  and 
ears  for  that  group :  10  of  those  positions  at  about  $5,500  a  vear.  Social 
service  trainees,  clerical  positions — these  are  examples  of  what  we  have. 

Senator  Ribicoff.  These  are  examples  of  people  who  otherwise 
would  have  been  on  welfare  but  if  vou  had  money  allotted  to  you  for 
these  jobs  you  could  take  these  oeople  and  put  them  in  these  jobs? 

Governor  Ogilvie.  That's  right. 

The  Chairman.  Would  vou  submit  the  list  for  the  record,  Governor. 
I  would  like  to  have  the  whole  list  in  the  record. 
Governor  Ogilvie.  All  ri^ht. 

(At  presstime,  the  material  referred  to  had  not  been  received  by  the 
committee.) 


1054 


Senator  Ribicoff.  Do  you  see  any  justification  for  this  or  any  other 
society  to  allow  people  to  remain  on  welfare  without  working  as 
against  providing  public  service  jobs  at  an  additional  cost  to  put  peo- 
ple to  work  constructively  for  the  benefit  of  society  as  a  whole  ? 

Governor  Ogilvie.  It  is  a  desirable  objective  and  I  would  have  to  say 
consistent  with  our  ability  to  fund  it. 

Senator  Ribicoff.  All  right. 

Now,  I  am  curious,  Governor.  I  suppose  you  are  involved,  like  every 
other  Governor,  with  all  these  lists  of  poverty  programs,  these  cate- 
gorical programs.  There  are  168  programs,  maybe  more,  designed  sup- 
posedly to  remove  people  from  poverty. 

If  the  Federal  Government  comes  to  you  and  says,  "We  have  got  x 
amount  of  dollars  and  if  you  were  to  go  into  this  particluar  type  of 
program  and  give  us  10  or  20  or  30  or  40  percent  in  a  matching  pro- 
gram,"— I  am  just  curious — how  many  people  do  you  know  in  the 
State  of  Illinois  who  have  been  removed  from  poverty  because  of  these 
so-called  168  poverty  programs  in  the  Federal  category? 

Governor  Ogilvie.  Senator,  we  cannot,  unfortunately,  give  you  a  fig- 
ure with  any  precision.  I  met  yesterday  with  the  administrator  of  our 
State  employment  security  office.  I  do  recall  his  mentioning  some  fig- 
ures but,  unfortunately,  I  didn't  make  a  note  of  them.  We  will  inquire 
and  I  will  provide  that. 

Senator  Ribicoff.  Let  me  ask  you,  do  you  think  that  each  one  of 
these  168  programs  is  worthwhile  and  necessary  ? 

Governor  Ogilvie.  Well,  what  I  would,  of  course,  prefer  is  that  we 
get  a  block  grant.  I  think  we  have  got  the  ability,  the  dedication,  the 
integrity  in  our  public  aid  and  other  social  service  delivery  agencies, 
if  we  had  the  flexibility,  which  we  do  not  now  have,  to  develop 
programs  that  would  be  far  more  meaningful  than  all  these  limited 
categorical  efforts. 

Senator  Ribicoff.  In  other  words,  if  you  had  block  grants  or  you 
had  funds,  instead  of  trying  to  slot  168  different  programs  along  the 
lines  of  the  list  that  you  named,  you  could  probably  put  more  people 
to  work  and  take  them  off  of  poverty  

Governor  Ogilvie.  We  could. 

Senator  Ribicoff  (continuing) .  That  would  be  more  effective  than 
the  big  bureaucratic  apparatus  that  you  have  got  working  in  Illinois 
now? 

Governor  Ogilvie.  It  is  amazing  how  much  money  could  be  saved 
in  administrative  costs  that  would  then  be  available  for  more  mean- 
ingful applications. 

Senator  Ribicoff.  In  other  words,  the  only  beneficiaries  of  many 
of  these  so-called  168  programs  is  the  bureaucracy  that  is  built  around 
to  administer  them ;  isn't  that  right  ? 

Governor  Ogilvie.  Yes,  sir;  although  I  suppose  that  is  somewhat 
counterproductive  because  if  we  put  them  out  of  work  then  we  would 
have  to  find  a  place  for  them,  too.  [Laughter.] 

Senator  Ribicoff.  Yes,  but  that  is  still  no  justification? 

Governor  Ogilvie.  Right,  and  I  agree  with  you. 

Senator  Ribicoff.  I  am  sure  you,  as  Governor,  are  not  just  filling 
the  jobs  for  the  sake  of  a  job — I  mean,  if  they  have  no  basic 
meaning  

Governor  Ogilvie.  Well,  the  trouble  is  that  frequently  I  don't  per- 
sonally find  that.  It  is  reported  to  me  many  of  these  people  in  order 
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to  justify  the  niche  that  they  have  in  the  bureaucracy  have  to  do  some- 
thing ;  and  usually  what  that  something  is  is  to  foul  things  up  for  us. 

Senator  Ribicoff.  I  am  just  curious  if  you  have  in  your  experience 
as  Governor — how  many  people  were  actually  taken  out  of  poverty 
and  stayed  out  of  poverty  because  of  any  of  these  168  programs? 

Governor  Ogilvie.  I  would  have  to  investigate  this ;  I  will  have  to 
provide  that. 

(At  presstime,  the  material  referred  to  had  not  been  received  by 
the  committee.) 

Senator  Ribicoff.  Thank  you  very  much. 
Governor  Ogilvie.  Thank  you,  Senator. 
The  Chairman.  Senator  Miller  ? 
Senator  Miller.  Thank  you,  Mr.  Chairman. 

Governor,  if  there  is,  let's  say,  a  family  of  four  on  welfare  in 
Chicago,  do  they  receive  any  more  than  a  family  of  four  on  welfare 
in  one  of  your  small  towns,  for  example,  like  Rushville,  111.  ? 

Governor  Ogilvie.  I  believe  it  is  the  same,  Senator.  My  director 
points  out  the  only  distinction  would  be  that  in  some  communities, 
smaller  communities,  rentals  are  not  as  high  as  they  would  be  in  an 
urban  area  like  Chicago  and  there  might  be  a  differential  in  the  rent 
allotment. 

Senator  Miller.  Outside  of  that  ? 

Governor  Ogilvie.  They  get  the  same. 

Senator  Miller.  Welfare  funding  is  the  same  ? 

Governor  Ogilvie.  Yes,  sir. 

Senator  Miller.  Don't  you  think  there  should  be  a  differential  tak- 
ing into  account  the  cost  of  living  differential  ? 

Governor  Ogilvie.  I  would  say  that  there  would  be  some  validity 
to  that  at  some  point  but  at  the  levels  that  we  are  paying  now,  no,  I 
would  not. 

Senator  Miller.  If  I  understand  it,  in  New  York  State,  for  example, 
they  take  the  New  York  metropolitan  area  and  two  or  three  counties 
and  they  receive  one  level ;  and  then  the  rest  of  the  State  receives  an- 
other level.  But  you  have  not  sought  to  refine  your  program  to  take 
into  account  cost  of  living  differentials  between  Metropolitan  Chicago 
and  the  smaller  towns  ? 

Governor  Ogilvie.  Right. 

Senator  Miller.  But  you  do  think  this  is  worthy  of  some  study,  I 
suppose  ? 

Governor  Ogilvie.  Well,  I  think  that,  as  I  indicate,  if  levels  were 
pushed  up  there  would  be  a  reason  for  a  differential  between  some- 
body residing  in  one  of  our  more  rural  areas  where  costs  of  living  are 
not  as  high ;  transportation  costs  are  not  a  factor  of  the  type  that  you 
get  into  in  a  highly  urbanized  area.  Rents  are  not  as  high.  Food  costs 
are  not  so  high ;  maybe  they  can  have  a  garden  and  raise  some  of  their 
food,  which  a  person  living  in  a  ghetto  in  Chicago  cannot  do. 

Senator  Miller.  Doesn't  the  Bureau  of  Labor  Statistics  have  a  cost- 
of-living  index  for  Chicago  itself  ? 

Governor  Ogilvie.  I  am  sure  they  do. 

Senator  Miller.  I  am  wondering  if  it  would  be  feasible  for  you  to 
use  something  like  that  to  make  a  differential  ? 

Governor  Ogilvie.  I  would  suspect  that  the  level  of  funding  that  we 
are  providing  would  be  well  under  that. 
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Senator  Miller.  Well,  but  let's  say  we  do  something  down  here  in 
this  bill  by  way  of  a  level  of  funding ;  the  question  then  poses  itself 
whether  we  ought  to  provide  for  a  level  of  funding  with  a  cost-of- 
living  differential  cranked  into  it  so  that  the  people  in  Chicago,  for 
example,  will  receive  more  than  the  people  in  a  smaller  rural  com- 
munity or  perhaps  the  people  in  Chicago  would  receive  more  than 
a  similar  family  who  located  in  a  very  low  cost-of-living  Southern 
State.  This  is  one  way,  it  seems  to  me,  that  we  might  avoid  unneces- 
sary costs  and  also  might  avoid  what  concerns  many  of  us,  the  addi- 
tional very  large  number  of  people  eligible  for  welfare. 

Governor  Ogilvte.  Yes. 

Senator  Miller.  For  example,  I  talked  to  Governor  Ferre  of  Puerto 
Eico  a  year  ago  and  he  was  aware  of  the  fact  that  under  this  bill,  as  it 
stands  now,  some  800,000  people  in  Puerto  Rico  would  be  eligible  for 
welfare  of  one  kind  or  another. 

Governor  Ogilvte.  And  would  be  living  better  than  most  of  the  peo- 
ple who  are  working  in  Puerto  Eico  at  the  present  time. 

Senator  Miller.  Well,  he  didn't  say  so  but  that  would  be  a  possible 
conclusion  and  I  guess  the  situation  would  be  somewhat  similar  in 
some  of  our  other  States — Southern  States  in  this  country,  so  it  seems 
to  me  that  a  cost-of-living  differential  approach  might  avoid  that  kind 
of  situation  and  also  it  would  do  equity  among  the  welfare  recipients 
themselves. 

Would  you  

Governor  Ogilvte.  I  would  agree,  Senator,  that  clearly  there  is  a 
very  reasonable  area  of  investigation  in  the  amounts  of  money  that  are 
necessary  to  live  in  different  parts  of  the  United  States.  It  costs  more 
to  live  in  Illinois  than  it  would  to  live  in  one  of  our  more  southerly 
States.  It  costs  more  to  live  in  the  northern  part  of  our  State  than  it 
does  in  the  southern  part. 

Senator  Miller.  Yes.  Thank  you  very  much. 

The  Chairman.  Senator  Jordan  ? 

Senator  Jordan.  Thank  you,  Mr.  Chairman. 

Governor,  several  things  have  been  brought  out  in  these  hearings 
and  the  most  important  one,  I  think,  we  all  agree,  is  that  the  present 
system  has  to  be  replaced.  It  is  wholly  inadequate. 

You  spoke  earlier  in  your  statement  about  the  inefficiencies  that  arise 
because  of  the  divided  responsibility,  the  fact  that  administrative  reg- 
ulations have  given  the  Federal  welfare  bureaucracy  quite  literally, 
you  say,  a  life  or  death  grip  over  the  ability  of  the  State  governments 
to  act. 

That  being  true,  and  we  got  that  from  a  good  many  witnesses,  there 
are  two  ways  to  go  :  totally  Federal  or  totally  State  under  block  grants. 

Now,  the  HEW  has  told  us  that  in  order  to  implement  H.E,  1,  they 
will  require  80,000  employees.  It  will  still  not  eliminate  the  States 
entirely  from  welfare  administration.  What  if  the  States  had  total 
responsibility,  that  is,  administrative  responsibility  such  as  you  have 
now  under  State  employment  service,  supplemented  by  block  grants 
from  the  Federal  Government,  Can  you  do  a  better  job  of  administra- 
tion in  welfare  than  the  Federal  Government  or  are  you  going  to  sur- 
render and  say  that  the  Federal  Government  can  do  the  better  job  ? 

Governor  Ogilvte.  No,  sir;  I  would  say  emphatically  to  you  that 
we  can  do  a  better  job  than  the  Federal  Government  can  do. 
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Senator  Jordan.  The  money  is  coming  from  the  same  pockets  any- 
way and,  if  it  comes,  it  is  a  question  of  who  can  do  the  more  efficient 
job  for  the  taxpayer  dollar.  It  seems  to  me  that  you  can  make  a  strong 
case  for  State  control  and  State  administrative  authority  over  the 
welfare  program  as  opposed  to  total  nationalization. 

Governor  Ogilvie.  Yes,  sir. 

Senator  Jordan.  Thank  you. 

The  Chairman.  Senator  Fannin  ? 

Senator  Fannin.  Thank  you,  Mr.  Chairman. 

Governor  Ogilvie,  I  want  to  commend  you  for  your  statement  and 
the  way  you  have  answered  these  questions.  I  just  wish  that  we  could 
keep  the  administration  at  the  State  level  and  that  is  why  I  am  con- 
cerned when  the  Governors  testify  that  they  approve  H.R.  1,  and 
recommend  that  we  go  forward  with  the  program,  I  think  they  are 
going  against  their  own  feelings  regarding  the  bureaucracy  that  has 
been  working  with  them  at  HEW  and  the  inefficiency  and  inadequacy 
of  the  activities  of  that  department. 

Governor  Ogilvie.  Senator,  could  I  interrupt  just  a  moment  and 
give  you  a  personal  observation  of  something  rather  current  ? 

Last  Friday,  I  think  it  was,  the  executive  committee  of  the  National 
Governors  Conference,  of  which  I  have  the  honor  of  being  a  member, 
and,  of  course,  these  are  Governors  of  both  political  parties — met  over 
at  the  Office  of  the  Vice  President  for  kind  of  an  off-the-record  session. 
It  will  be  off  the  record,  except  that  I  would  like  to  say  that  I  listened 
to  Governor  after  Governor  around  the  room  saying  precisely,  reciting 
exactly  the  same  frustrations  of  trying  to  conduct  the  affairs  of  his 
State,  particularly  as  it  relates  to  the  problems  of  welfare. 

Democrat,  Republican,  we  are  all  in  the  same  boat  and  it  is  the  most 
aggravating,  frustrating  experience  you  can  imagine. 

Senator  Fannin.  Well,  I  have  written  my  Governor  and  I  have  the 
same  message  carried  to  me  from  the  Governor  of  Arizona,  Governor 
Williams. 

Governor  Ogilvie.  Governor  Williams — yes,  sir. 
Senator  Fannin.  And,  of  course,  he  has  been  involved  in  some  law- 
suits recently  you  probably  know  about. 

Governor  Ogilvie.  We  are  all  involved  in  those. 

Senator  Fannin.  Yes ;  because  they  are  trying  to  carry  through  a 
program  that  would  be  very  advantageous. 

The  difference  seems  to  be  between  the  Federal  and  State  Govern- 
ments that  you  can't  spend  money  that  you  don't  have  and  we  can,  and 
at  the  Federal  level  

[Laughter.] 

Senator  Fannin  (continuing) .  We  are  spending  money  that  we  may 
never  get. 

Governor  Ogilvie.  One  modification :  now  you  are  making  us  spend 
money  that  we  don't  have. 

Senator  Fannin.  That's  right.  Our  programs  are  adverse  to  the 
very  goals  that  you  have.  You  are  trying  to  take  care  of  the  people 
to  the  greatest  advantage  possible  and,  as  I  stated  first,  I  do  commend 
you  for  those  efforts.  You  have  given  us  a  very  forthright  formula  for 
solving  some  of  these  problems ;  but,  unfortunately,  the  legislation  is 
not  being  supported  and  I  understand  the  predicament  because  I,  too, 
had  the  experience  as  a  Governor. 
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I  feel  we  need  your  services ;  we  need  the  services  at  the  State  level 
to  try  to  keep  a  balance  in  this  welfare  program  and  I  really  feel  from 
your  testimony  that  you  would  favor  that  type  of  approach  rather 
than  the  approach  that  is  taken  in  H.R.  1. 

Governor  Ogilvie.  Well,  unfortunately,  H.R.  1  is  so  complicated 
and  there  are  so  many  things  in  it  that  it  would  be  difficult — in  fact 
I  would  have  to  take  a  week,  frankly,  to  discuss  effectively  and  effi- 
ciently what  is  in  there. 

There  are  parts  of  it  that — you  know  I  said  a  bill  like  H.R.  1 — I 
was  hoping  you  would  pass  out.  I  think  that  if  we  can  take  these  cate- 
gories such  as  the  aged,  the  blind,  and  permanently  disabled,  those 
conditions  that  are  established  that  are  not  going  to  change,  and  take 
them  out  of  public  aid,  don't  even  call  them  that,  put  those  under 
social  security,  we  are  going  to  begin  to  reduce  or  at  least  refine  what 
precisely  our  problem  is  in  terms  of  public  aid  people,  those  who  can 
be  helped,  those  who  can  be  restored  to  be  a  meaningful  part  of  our 
society. 

Right  now  it  is  so  confused  we  are  all  over  the  place. 

Senator  Fannin.  I  agree  with  you,  Governor,  but  in  your  statement 
you  say:  "Despite  HEW  administrative  approval  of  our  program 
revisions,  the  Federal  regulations  are  so  contradictory  and  confusing 
that  they  open  wide  loopholes  which  allow  welfare  rights  groups  to 
initiate  interminable  litigation  to  delay  proceedings  of  the  federally 
approved  changes." 

You  have  testified  to  that  but  now  how  are  we  going  to  correct  these 
inequities  that  are  involved  in  your  statement  if  we  bring  the  Federal 
level  in?  The  pressure  then  will  be  right  here  and  they  can  bring 
greater  pressure.  When  you  speak  of  these  groups,  welfare  rights 
groups,  to  initiate  interminable  litigation,  they  can  also  come  to  Wash- 
ington and  do  the  same  here  as  they  are  doing  now  in  the  States  ? 

Governor  Ogilvie.  We  are  hoping  that  you  are  going  to  produce  a 
simplified  procedure. 

Senator  Fannin.  Well,  I  commend  you  for  that  hope. 

Governor  Ogilvie.  It  is  encouraging. 

Senator  Fannin.  And  I  trust  it  will  come  true. 

Thank  you,  Governor.  I  am  very  pleased  with  your  testimony. 

Governor  Ogilvie.  Thank  you,  sir. 

The  Chairman.  Senator  Hansen? 

Senator  Hansen.  No  questions,  Mr.  Chairman. 

The  Chairman.  Governor,  I  do  think  I  would  like  to  ask  you  about 
a  couple  of  things  here. 

Governor  Ogilvie.  Surely. 

The  Chairman.  Even  though,  and  I  extend  my  apologies  to  the 
other  two  Governors  that  might  push  them  over  to  an  afternoon 
session ;  I  promise  them  I  will  be  here  to  hear  what  you  have  to  say 
and  hear  the  suggestions  of  the  Governors  so  far  as  they  are  concerned. 

I  think  we  might  explore  a  couple  of  things  and  ask  the  other  two 
Governors  to  comment  on  these. 

In  the  first  place,  Governor,  with  all  this  talk  about  the  Federal 
Government  can  do  a  better  job,  let  me  say,  to  begin  with,  the  States 
have  been  imposed  on  by  court  decisions  that  were  contrary  to  the 
intention  of  Congress.  In  some  cases  we  here  in  the  Congress  have 
needlessly  imposed  on  you. 
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For  example,  I  think  I  was  one  of  the  initiators  of  what  now  is  a 
maintenance  of  effort  provision  that  is  being  used  in  ways  not  intended 
and  would  not  support  in  the  beginning  any  part  of  it  if  I  knew  it  was 
going  to  work  out  in  that  way. 

There  have  been  court  decisions  that  have  misconstrued  the  inten- 
tion of  Congress  and  have  placed  burdens  on  the  States  that  nobody 
ever  for  a  moment  intended ;  and  so  if  that  is  not  bad  enough,  HEW 
regulations  have  also  misconstrued  the  intent  of  Congress  to  the  extent 
that  I  just  marvel  that  you  have  managed  to  do  as  good  a  job  as  you 
have  done  at  the  State  levels. 

But  even  so,  I  don't  find  nnj  basis  whatever  to  say  that  a  Federal 
administrator  can  do  a  better  job  than  a  State  administrator. 

I  would  just  like  to  point  out  a  couple  of  regulations  that  to  me 
are  utterly  ridiculous.  I  didn't  know  it  until  a  few  nights  ago  when 
the  administrator  of  my  State  pointed  this  out. 

I  want  to  ask  you  if  this  is  true,  to  your  knowledge,  in  Illinois: 
Let's  take  a  situation  where  a  man  is  obviously  the  father  of  children 
and  admits  he  is  the  father.  He  is  living  under  the  same  roof  with 
the  mother  and  the  children,  and  has  an  income  adequate  to  support 
that  family.  Are  you  aware  of  the  fact  that  it  appears  that  HEW 
regulations  require  that  that  family  be  placed  on  welfare  for  the  full 
amount  without  taking  into  account  the  father's  income  merely  by 
virtue  of  the  fact  that  that  father  says  he  is  not  contributing  any  of 
his  earnings  to  the  support  of  that  family  ? 

Governor  Ogilvte.  The  director  says  that  is  true. 

The  Chairman.  Well,  frankly,  Governor,  I  had  been  working  in 
the  welfare  area  before  I  became  a  U.S.  Senator,  and  I  have  been 
up  here  23  years,  and  on  this  committee  for  a  long  time  dealing  with 
this  problem.  To  me  I  couldn't  believe  it  because  obviously  that  is 
ridiculous. 

Let's  assume  the  man  is  making  $10,000  a  year.  Why  should  the  wife 
and  children  be  drawing,  let's  say  $4,000  a  year,  in  welfare  when  that 
man  has  the  legal  obligation  to  support  those  children  and  he  is  living 
under  the  same  roof  and  everybody  knows  he  is  there  ? 

Wouldn't  the  logical  answer  be  to  file  a  lawsuit  against  the  father 
for  support  and  have  a  court  order  him  to  pay  part  of  that  $10,000  to 
those  children  and  to  the  mother  of  those  children  ? 

Governor  Ogilvie.  Yes,  sir. 

The  Chairman.  Now,  every  time  I  try  to  suggest  that  somebody 
ought  to  go  to  work — somebody  comes  in  here  and  calls  it  slave  labor 
or  something  or  other.  It  seems  to  me  that  the  slaves  in  this  country 
are  the  people  who  are  out  working  for  every  nickel  they  are  getting 
and  having  to  contribute  their  hard-earned  tax  money  to  support 
somebody  who  refused  to  work  or  somebody  who  is  chiseling  or  cheat- 
ing on  his  neighbor. 

Now,  if  I  have  anything  to  say  about  that  we  will  correct  that.  But 
to  my  knowledge,  so  far  as  I  know,  the  State  administrators  never 
wanted  that ;  that  was  imposed  on  them  by  HEW ;  it  is  utterly  ridic- 
ulous. A  lawsuit  should  be  filed  to  have  the  man  declared  to  be  the 
father  of  the  children,  and  order  him  to  pay  for  the  support  of  that 
family. 

Governor  Ogilvie.  Senator,  we  have  another  situation  where  the 
States  are  now  forbidden  to  require  a  woman  to  identify  the  father 
of  her  children. 
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The  Chairman.  Absolutely,  utterly  ridiculous;  at  least  she  could 
give  you  her  best  guess.  [Laughter.] 

But,  Governor,  there  is  another  regulation  and,  mind  you, 
it  is  backed  up  by  a  court  decision.  It  is  my  understanding 
that  HEW  let  that  erroneous  court  decision  stand  without  appealing 
it  when  it  could  have  easily  been  appealed ;  and,  as  ridiculous  as  some 
of  these  Supreme  Court  decisions  have  been,  I  have  my  doubts  they 
would  have  upheld  that  one  that  you  don't  have  any  right  to  even 
insist  on  her  telling  you  who  she  thinks  is  the  father  of  her  children, 
or  at  least  tell  you — honestly  swear,  that  she  doesn't  know  and  has  not 
the  slightest  idea.  She  ought  to  at  least  tell  you  what  she  thinks 
about  it. 

Now,  further  than  that,  we  were  confronted  last  week  with  an  honest 
and  sincere,  diligent  State  district  attorney  seeking  to  prosecute  these 
families  who  were  fraudulently  on  the  rolls  and  we  find  that  HEW 
has  propounded  themselves  a  regulation  to  say  that  for  the  protection 
of  privacy  that  you  can't  inquire  or  can't  ask  that  State  records  be 
made  available  to  a  State  prosecuting  attorney  so  that  he  can  see 
whether  this  father  is  making  that,  let's  say,  $1,000  a  month  working 
at  some  point  either  in  the  county  or  some  place  just  beyond  the 
county,  so  as  to  prosecute  that  family  for  fraud  in  obtaining  tax- 
payers' money  fraudulently,  which  is  about  the  same  thing  as  steal- 
ing— a  totally  ineligible  family. 

Do  you  see  any  sense  in  that  kind  of  a  regulation? 

Governor  Ogilvte.  Was  there  any  distinction  made  between  com- 
pelling that  testimony  before  a  grand  jury,  or  was  this  merely  for 
investigative  purposes — I  say  merely  

The  Chairman.  You  see,  Governor,  I  would  be  willing  to  support 
a  regulation  that  you  not  needlessly  make  public  the  information  about 
the  needs  of  a  family;  there  is  no  point  in  spreading  that  business 
around  the  countryside.  But  if  anybody  on  this  committee  or  anybody 
in  this  audience,  including  you,  does  not  pay  his  income  tax,  there 
will  be  some  fellow  show  up,  and  he  will  want  to  know  all  about  your 
business,  and  you  cannot  decline  to  tell  about  that.  If  you  have  a  bank 
box,  he  would  get  an  order  to  go  into  it,  just  anything  about  your 
business  he  can  know  about.  You  cannot  protect  yourself  from  telling 
about  all  of  your  private  affairs  and  especially  your  income  under  the 
guise  of  privacy  from  Uncle  Sam  and  that  is  on  money  you  earned. 

Why  do  you  have  any  greater  right  on  money  that  you  are  cheating 
the  Government  out  of? 

Now,  it  is  utterly  ridiculous  to  say  that  a  prosecuting  attorney  in 
the  proper  performance  of  his  duty  cannot  have  made  available  to 
him  the  information  which  is  a  public  record  about  the  fraud. 

Now,  in  the  State  of  Louisiana,  we  had  some  argument  about  it  in 
the  aged  category  about  the  privacy,  and  so  we  passed  a  law  that 
anybody  can  see  those  books  but  he  could  not  publish  that  information 
unless  he  had  some  justifiable  basis  to  publish  it.  Having  seen  how 
the  issue  was  resolving  in  our  State — even  the  newspaper  reporters 
can  see  it,  but  they  are  enjoined  from  needlessly  embarrassing  some- 
body by  publishing  his  financial  plight,  which  is  to  be  made  avail- 
able only  in  the  event  there  is  some  mischief  involved  there.  But 
imagine — can  you  see  any  point  in  denying  that  to  a  grand  jury 


1061 


investigating  criminal  violations  of  a  law,  or  denying  that  to  a  prose- 
cuting attorney  who  might  have  the  decision  or  be  required  to  make  a 
decision  whether  prosecution  should  be  requested  ? 

Governor  Ogilvie.  I  don't  think  they  could  deny  it  to  a  grand  jury. 

The  Chairman.  Well,  they  have  gone  about  as  far  as  can  be  gone; 
they  have  even  said  the  time  you  go  to  court  and  ask  for  a  subpena 
that  this  regulation  is  to  be  shown  the  court.  Let's  look  here :  "The 
same  policies  are  applied  to  requests  for  information  from  a  Govern- 
ment authority,  the  court,  or  law  enforcement  officials,  as  from  any 
other  source." 

As  I  understand,  it  says  you  are  supposed  to  show  this  to  the  judge 
and  tell  him  he  is  enjoined  by  the  Department  of  Health,  Education, 
and  Welfare  from  issuing  a  subpena  for  these  records  of  criminal 
violations  of  the  law.1 

Now,  the  point  I  have  in  mind  is  this :  Every  time  I  have  run  across 
one  of  these  things  where  a  State  administrator  says,  "This  doesn't 
make  any  sense  and  I  don't  want  to  do  it,"  we  find  that  the  HEW  has 
been  forcing  them  to  do  that. 

How  did  you  feel  about  this  thing  of  people  putting  themselves  on 
the  welfare  by  their  own  certification  rather  than  having  somebody 
inquire  of  the  facts,  the  so-called  certification  method  of  going  on  the 
welfare  rolls? 

Governor  Ogilvie.  Well,  I  don't  particularly  like  it. 

The  Chairman.  Well,  I  don't  know  of  any  conscientious  adminis- 
trator who  did,  and  our  understanding,  where  we  looked  into  it,  is 
that  the  number  of  ineligibles  on  the  rolls  appear  to  be  at  least  10 
percent  greater  where  you  use  that  method  than  where  you  don't.  That 
leads  me  to  this  question: 

It  seems  to  me  that  rather  than  fire  all  the  State  employees  or  dis- 
place them  from  the  job  they  are  doing,  that  if  we  could  find  the 
money  for  full  Federal  funding,  all  right,  go  ahead  and  provide  full 
Federal  funding.  But  I  don't  see  any  point  in  having  HEW  in  com- 
plete control  of  this,  when  I  think  that  there  is  a  place  for  State 
responsibility,  and  it  would  seem  even  if  we  go  to  full  Federal  funding 
that  there  still  ought  to  be  some  State  responsibility  here. 

I  think  most  of  the  mischief  with  the  program  hasn't  been  in  the 
case  of  HEW  telling  it  to  me ;  it  has  been  difficult  to  get  it  even  with 
a  staff  to  help  us.  Where  I  found  out  about  it,  generally  speaking,  is 
that  State  administrators  tell  us  about  it  and  suggest  this  is  wrong 
and  we  should  correct  it. 

Would  you  find  some  appeal  to  a  proposal  to  simply  say  that  this 
would  continue  to  be  administered  by  the  States,  with  the  Federal 
Government  paying  expenses  of  it  insofar  as  we  can  find  the  money 
to  do  so? 

Governor  Ogilvie.  I  think,  in  very  general  terms,  yes,  sir;  that 
would  be  what  I  would  stand  for.  I  want  the  State  to  run  the  program. 
I  have  given  some  thought  to  the  States  controlling  the  service  aspect 
of  these  public  aid  programs,  with  the  Federal  Government  monitor- 
ing or  controlling  the  cash  or  the  fiscal  implications. 

The  Chairman.  Well,  Governor,  it  just  seems  to  me  if  something 
is  wrong  


P-  The  regulation  referred  to  appears  on  p.  855. 
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Governor  Ogilvie.  With  the  State,  I  might  say,  as  a  participant? 
The  Chairman.  Eight. 

Governor  Ogilvie.  I  don't  think,  frankly,  the  States  ought  to  be 
relieved  totally  of  some  responsibility  for  public  aid. 

The  Chairman.  Well,  particularly  when  you  get  to  the  very  dif- 
ficult decision  of  putting  someone  on  the  rolls  whom  we  will  have  to 
support  because  a  person  alleges  that  they  either  don't  know  or  can't 
find  the  father  of  the  children.  Now,  I  believe  we  will  find  the  votes 
in  this  committee  and  in  the  Senate,  and  so  far,  HEW  says  they  won't 
oppose  us  on  this,  to  provide  that  we  will  pursue  and  provide  a  mother 
with  a  lawyer  to  institute  litigation,  if  need  be,  against  the  father  to 
make  him  accept  his  responsibilities. 

But  where  we  are  going  to  have  to  support  somebody  from  the  time 
the  child  is  born  until  the  time  the  child  reaches  the  age  of  maturity 
and  becomes  a  wage  earner  in  his  own  right,  in  those  situations  it 
seems  to  me  as  much  as  you  can  obtain  participation  of  the  local  people, 
the  nearer  you  will  become  getting  the  correct  answer. 

If  you  want  to  have  accountability  you  can  come  nearer  getting  it 
by  calling  upon  the  local  administrators  or  even  the  district  office  and 
then  if  something  is  wrong  and  you  can't  get  it  corrected  call  upon  the 
Governor  to  correct  it  and  if  he  can't  then  at  least  he  will  tell  you  he 
is  powerless  to  correct  it  and  then  you  can  go  to  the  top  in  Washington 
if  need  be. 

But  is  there  any  real  need,  why  you  should  have  to  go  all  the  way  to 
Washington,  D.C.,  to  get  it  corrected  when  the  local  people  could  be 
placed  in  responsibility  ? 

Governor  Ogilvie.  It  is  very  time  consuming  and  unless  there  are 
some  abuses  that  can  be  shown,  it  ought  to  be  handled  on  a  local  basis. 

The  Chairman.  Thank  you  very  much,  Governor. 

Senator  Ribicoff.  Mr.  Chairman,  a  couple  of  questions. 

The  Chairman.  Yes. 

Senator  Ribicoff.  Governor,  you  have  about  650,000  people  in  Illi- 
nois on  welfare — in  September  you  had  some  642,000  ? 

Governor  Ogilvie.  We  have  got  920,985  in  November,  1971,  all 
categories. 

Senator  Ribicoff.  900,000? 

Governor  Ogilvie.  Your  figure  probably  was  just  those  federally 
supported — yes,  that  was  just  FDC  cases. 

Senator  Ribicoff.  But  total  welfare  about  900,000  ? 
Governor  Ogilvie.  920,000. 

Senator  Ribicoff.  Let  me  ask  you,  In  your  appraisal  what  percentage 
of  those  900,000  people  on  welfare  in  Illinois  are  guilty  of  fraud? 
Governor  Ogilvie.  A  very  small  percentage. 
Senator  Ribicoff.  What  is  your  guess  ? 
Governor  Ogilvie.  Five  percent. 
Senator  Ribicoff.  All  right.  Five  percent. 

Let  me  ask  you,  going  to  a  basic  philosophical  point  here,  let  us 
say  we  should  close  all  the  loopholes  that  allowed  fraud  should  we 
be  designing  a  welfare  program  to  take  care  of  the  5  rjercent  of  the 
people  who  are  guilty  of  fraud  or  should  we  be  designing  a  welfare 
program  that  takes  care  of  the  95  percent  of  the  people  who  are  not 
guilty  of  fraud? 
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Governor  Ogilvie.  I  think  you  have  got  to  address  yourself  to  both 
parts  of  this  because  if  you  are  going  to  get  public  support  for  public 
aid,  you  are  going  to  have  to  address  yourself  to  the  problem  of  fraud 
because  ■ 

Senator  Kibicoff.  That  is  right. 

Governor  Ogilvie.  Because  this  really  affects  attitude.  But,  of  course, 
the  objective,  the  overall  objective  is  to  take  care  of  the  95  percent 
that  truly  need  the  assistance. 

Senator  Ribicoff.  That  need  the  assistance.  So,  in  other  words,  what 
you  are  faced  with  if  you  have  a  responsibility  as  a  Governor  or  Sena- 
tor is  not  just  going  and  making  speeches  indicating  that  that  5  per- 
cent of  the  people  who  may  be  guilty  of  fraud  represent  everybody 
who  is  getting  welfare.  So  while  you  try  to  close  the  loophole,  respon- 
sible men  in  public  life  must  address  themselves  to  the  overall  prob- 
lem of  the  95  percent  who  aren't  guilty  of  fraud.  In  other  words, 
in  your  State  if  you  have  900,000  people  and  45,000  people  are  guilty 
of  fraud,  I  mean  it  is  unfair  to  condemn  855,000  people  who  are  not 
guilty  of  fraud ;  isn't  that  correct  ? 

Governor  Ogilvie.  Yes,  sir. 

Senator  Ribicoff.  So,  therefore,  if  it  is  a  question  of  humaneness,  a 
question  of  equity  and  a  question  of  justice,  you  have  to  construct 
a  welfare  system  based  on  what  the  problems  really  are  that  confront 
society  ? 

Governor  Ogilvie.  Senator,  I  don't  think  we  are  condemning  the 
95  percent.  I  think  that  the  words  I  heard  from  Senator  Long,  and 
I  have  said  something  not  dissimilar,  we  are  condemning  a  system. 

Senator  Ribicoff.  That  is  right,  but  in  the  process  of  condemning 
the  system  there  is  a  big  broad  brush  dipped  in  black  paint. 

Governor  Ogilvie.  There  is  no  question  about  that. 

Senator  Ribicoff.  That  smears  everybody  who  is  on  welfare. 

Governor  Ogilvie.  There  is  no  question  about  that. 

Senator  Ribicoff.  And  even  though  most  of  them  are  blind,  infirm, 
aged,  and  children,  you  have  126,000  ablebodied  men  in  the  entire 
United  States  on  welfare  who  can  work  and  yet  the  impression  is 
everybody  on  welfare  is  ablebodied,  who  could  work,  who  don't  want 
to  work. 

So  we  have  got  a  basic  philosophical  problem  that  we  address  our- 
selves to. 

Thank  you,  Governor. 

Governor  Ogilvie.  Senator,  I  do  want  to  give  you  this  because  it 
does  have  this  breakdown. 

Senator  Ribicoff.  I  would  like  to  see  it  personally  and  would  you 
make  another  copy  available  for  the  record,  please  ? 

(At  presstime,  the  material  referred  to  had  not  been  received  by 
the  Committee.) 

Senator  Fannix.  Senator,  it  is  not  misleading  to  say  95  percent  are 
not  quilty  of  fraud.  Here  you  are  talking  about  5  percent  may  repre- 
sent the  head  of  the  family  would  be  the  one  who  would  be  guilty  of 
fraud.  If  there  is  a  fraudulent  act  committed  but  there  may  be  four 
or  five  in  that  family  so  you  can't  say  that  95  percent  are  not  guilty  of 
fraud ;  isn't  that  right,  Governor  ? 

Governor  Ogilvie.  That's  right. 
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Mr.  Chairman,  the  director  here,  I  think,  has  a  point  on  this  if  you 
would  be  willing  to  listen  to  him. 
The  Chairman.  Yes. 

Mr.  Weaver.  There  is  a  fine  line,  I  think,  between  what  is  fraud 
and  what  are  normal  errors  of  management  in  a  very  complex  system. 
Fraud  in  many  of  these  cases,  even  in  the  50  percent  that  I  suggested 
to  the  Governor,  would  be  an  approximately  correct  figure.  Many  of 
those  instances  are  not  actually  fraud.  The  major  source  of  error  in 
our  State,  for  example,  is  miscomputation  with  respect  to  earnings 
exemptions  when  people  are  going  to  work  and  they  are  receiving  a 
supplementary  payment  under  public  assistance.  So  it  gets  very  diffi- 
cult to  define  what  are  errors  in  administration  of  an  exceedingly 
complex  system  and  what  are  intentional  cases  of  actual  fraud. 

The  Chairman.  Let's  just  take  the  kind  of  case,  sort  of  case  I  am 
familiar  with.  I  know  it  happens  and  I  can  give  you  examples.  I  don't 
want  to  embarrass  the  people;  I  know  some  of  them,  but  here  is  a 
situation  where  a  man  has  a  wife  and  a  large  number  of  children. 
Let's  say  this  man  is  poorly  educated  and  poorly  motivated  so  he  dis- 
covers that  he  can  make  just  a  lot  more  money  by  separating  from  that 
family  unit,  by  getting  them  on  the  welfare;  so  by  the  time  they  get 
on  the  welfare  they  would  just  get  a  lot  more  money  that  way  than 
they  do  by  the  man  working  as  he  had  in  the  past  to  make  a  living. 
And  so  we  just  support  them  right  on.  We  have  all  sorts  of  regula- 
tions :  You  shouldn't  harass  people ;  you  can't  ask  any  questions. 

That  is  another  regulation,  by  the  way,  that  you  can't  ask  the  neigh- 
bors about  the  situation  of  a  welfare  client  without  first  obtaining  the 
client's  consent — give  him  a  chance  to  go  down  the  road  and  tell  the 
neighbors  what  to  say  in  the  event  somebody  comes  around  asking  the 
questions,  or  if  you  are  going  to  see  if  somebody  is  living  in  the  home 
with  the  mother  if  the  father  is  home  or  not,  you  first  have  to  make  an 
appointment  to  make  sure  papa  won't  be  there  when  you  come  by  to 
ask  the  questions. 

But  in  any  event,  there  is  a  father  available  to  support  the  family 
but  they  make  a  lot  more  money  on  the  welfare  than  they  do  by  the  man 
working.  I  want  to  help  that  poor  family  but  I  would  rather  do  it  by 
supplementing  the  man's  wages  than  I  would  by  making  it  to  her 
advantage  going  on  welfare.  I  see  you  nodding  your  head,  Governor. 
You  know  what  I  am  talking  about  ? 

Governor  Ogilvie.  Yes. 

The  Chairman.  It  is  not  classified  as  fraud  but  it  is  a  very  prevalent 
thing  in  this  country  today.  I  am  perfectly  content  to  add  something  to 
his  earnings  if  it  is  not  adequate  to  support  that  family,  but  I  don't 
want  to  vote  for  these  situations  where  you  are  encouraging  people  to 
load  the  rolls  with  welfare  clients  where  it  would  make  better  sense  to 
provide  a  better  job  or  supplement  his  wages. 

Governor  Ogilvie.  That  is  why  the  working  poor  program  is  so  im- 
portant because  the  system  right  now  compels  a  family  to  do  that. 

The  Chairman.  Governor,  I  hope  I  can  get  together  with  Senator 
Ribicoff  on  the  working  poor.  I  am  willing  to  spend  a  lot  more  money 
provided  the  fellow  is  actually  working.  But  what  I  am  opposing  is  a 
fellow  putting  his  name  on  a  sheet  of  paper  and  saying  he  is  available 
when  he  has  not  done  a  lick  of  work  up  to  that  time.  Maybe  we  are  going 
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to  resolve  our  differences  by  saying  we  will  provide  the  jobs  if  need  be. 

Well,  maybe  it  is  desirable  to  hire  domestic  help ;  we  will  provide 
assistance  to  day  care  to  help  working  mothers. 

Governor  Ogilvie.  Go  back  to  WPA. 

The  Chairman.  Give  the  cities  the  money  to  put  them  in  a  job  and 
then  we  will  add  something  to  what  they  are  making.  I  think  that  the 
majority  of  people  in  this  country  would  be  happy  to  add  something 
to  a  person's  earnings  if  the  person  is  doing  the  best  he  can. 

What  the  people  of  the  country  object  to  so  much  is  that  people  find 
it  more  profitable  to  apply  for  welfare  than  to  go  to  work. 

Senator  Bennett.  Mr.  Chairman.  I  hate  to  continue  this  but  there 
is  one  set  of  figures  on  this  little  card  that  I  have  been  handed  that 
amazes  me  and  I  would  like  to  ask  the  Governor  if  he  can  give  us  an 
answer,  not  necessarily  now  but  in  writing  for  the  record. 

In  November  1970,  in  Illinois,  there  were  110,000  families  on  aid 
to  dependent  children ;  November  1971,  a  year  later,  there  were  167,- 
000  families,  an  increase  of  50  percent  in  1  year,  yet  he  tells  us,  the 
Governor  tells  us  that  the  rate  of  unemployment  in  Illinois  is  around 
5  percent,  which  is  lower  than  the  national  average ;  so  it  hasn't  been 
that  kind  of  a  thing  that  has  caused  it  ? 

Governor  Ogilvie.  Well,  it  was  lower  than  that  before,  Senator,  in 
some  areas  of  the  State  that  have  been  much  more  heavily  impacted 
than  others. 

Senator  Bennett.  It  would  seem  to  me  there  must  be  some  reason 
for  an  increase  as  great  as  this. 

Governor  Ogilvie.  What  I  could  do  would  be  to  break  this  out  on  a 
district  basis,  identify  the  areas  of  the  State  where  the  larger  increases 
have  taken  place.  I  suspect  in  the  Rockford  area  as  an  example,  where 
machine  tool  business  has  been  so  hard  hit,  this  would  be  one  of  the 
impacted  areas ;  and  Chicago,  of  course. 

Senator  Bennett.  There  has  been  no  change  in  the  method  of  oper- 
ating the  system  which  would  get  more  people  on  it  ? 

Governor  Ogilvie.  No. 

Senator  Bennett.  That  is  all,  Mr.  Chairman. 

The  Chairman.  Governor,  I  have  a  memorandum  provided  me  here 
that  indicates  that  you  ran  a  sample  study  of  your  general  assistance 
program  in  Illinois,  and  discovered  that  33  percent  of  those  on  these 
rolls  were  ineligible  for  any  type  of  assistance. 

Governor  Ogilvie.  General  assistance  in  Cook  County. 

The  Chairman.  Yes. 

Governor  Ogilvie.  Can  I  ask  the  director,  because  he  has  more  cur- 
rent information  on  that  than  I  do  ? 

Mr.  Weaver.  Yes,  Senator,  that  was  probably  one  cut  at  that  par- 
ticular effort.  The  actual  number  ineligible  as  of  the  last  cut  in  terms 
of  the  total  review  that  we  have  done  was  17  percent,  and  we  expect 
that  to  actually  diminish.  Ineligibility  was  determined  at  a  point 
when  people  did  not  report  for  an  interview  and  maybe  subsequently 
it  was  determined  that  they  were  in  fact  eligible,  did  not  report  on 
that  day  and  may  report  subsequently.  I  think  the  33  percent  was  at 
and  earlier  point  in  the  review.  We  had  a  larger  number.  It  has  not 
proven  out  over  the  entire  caseload  in  the  city  of  Chicago,  general 
assistance  to  be  that  way. 

72-573  O— 72— pt.  2  24 
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The  Chairman.  Well,  the  figure  we  have  on  the  family  category 
indicates  that  70  percent  of  these  children  have  a  father  somewhere 
who  ought  to  be  able  to  make  a  meaningful  contribution  to  the  support 
of  that  family. 

Now,  it  may  be  that  some  of  them  are  unemployed,  but  I  would 
hardly  think  that  more  than  about  20  out  of  that  70  are  unemployed. 
That  is  a  major  area  we  are  going  to  have  to  try  to  do  something 
about. 

Governor  Ogilvie.  Gentlemen,  thank  you  very  much. 

Senator  Ribicoff.  In  order  to  make  the  record  clear,  general  as- 
sistance is  not  covered  by  the  present  law  or  H.R.  1 ;  it  is  completely 
State  funded? 

Governor  Ogilvie.  That's  right. 

The  Chairman.  Thank  you  very  much. 

(An  analysis  prepared  for  Governor  Ogilvie  and  a  communication 
subsequently  received  by  the  Committee  from  the  Governor  follows. 
Hearing  continues  on  p.  1088.) 

Analysis  of  Titles  II,  III,  (XX),  IV,  (XXI),  and  V  of  H.R.  1 

(Prepared  For  Governor  Richard  B.  Ogilvie  By  Illinois  Institute  for  Social 
Policy,  Welfare  Division,  January  28,  1971) 

Foreword 

On  December  30,  1971  in  a  letter  to  State  agency  directors,  Governor  Ogilvie 

stated : 

To  date  extensive  analysis  has  been  done  on  H.R.  1.  Much  of  this  work,  how- 
ever, has  frequently  been  general  in  nature  with  little  detailed  consideration  of 
the  bill's  content.  Thus,  I  am  proposing  that  Illinois  undertake  a  project  that  will 
produce  this  kind  of  section  by  section  analysis. 

Determining  the  administrative  feasibility,  internal  consistency,  and  technical 
quality  of  H.R.  1  is  critical  if  the  proposed  programs  are  to  work.  As  a  State 
director  you  are  aware  of  how  vague,  contradictory  and  restrictive  Federal  guide- 
lines frustrate  the  State's  ability  to  initiate  and  administer  needed  programs.  As 
a  state  experience  in  administering  a  wide  variety  of  federally  funded  programs, 
we  must  help  assure  that  these  problems  are  kept  to  a  minimum  under  H.R.  1. 

I  am  asking  each  State  agency  that  will  be  affected  by  H.R.  1  to  submit  a  de- 
tailed analysis  of  those  portions  of  the  bill  that  apply  directly  to  the  agency's 
operations. 

This  analysis,  compiled  by  the  Welfare  Division  of  the  Illinois  Institute  for 
Social  Policy,  is  the  result  of  responses  from  the  various  State  agencies  to  the 
Governor's  request.  Because  of  the  amount  of  debate  which  has  already  occurred 
concerning  the  major  provisions  of  H.R  1,  e.g.,  level  of  payments  and  populations 
covered  no  analysis  of  such  issues  is  included.  In  the  interest  of  brevity  comment 
has  been  made  only  on  those  sections  of  the  Bill  in  which  specific  recommenda- 
tion for  change  was  suggested  by  an  individual  agency. 

The  following  Illinois  State  Agencies  contributed  material  incorporated  in  the 
analysis : 

Bureau  of  the  Budget 

Department  of  Children  and  Family  Services 

Department  of  Mental  Health 

Department  of  Public  Aid 

Division  of  Vocational  Rehabilitation 

Governor's  Office  of  Human  Resources 

Institute  for  Social  Policy 

Office  of  Health  Economics 

Introduction 

The  recommendations  made  in  this  analysis  are  based  upon  the  operational 
experience  of  State  agencies  in  working  with  the  existing  welfare  programs.  Our 
purpose  is  to  suggest  ways  in  which  the  bill  in  its  current  form  can  be  improved  in 
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order  to  make  operational  provisions  more  effective  in  terms  of  meaningful  wel- 
fare reform.  There  are  four  major  areas  of  concern  which  have  significant  impact 
upon  the  effectiveness  of  welfare  reform  at  the  State  levl.  These  are :  eligibility, 
cost  control,  administration,  and  delivery  of  services.  The  report  is  organized  ac- 
cording to  title  and  area  of  major  concern. 

Eligibility 

[Title  II:  254(d)  (1)  (2)] 

SECTION  DESCRIPTION 

This  section  provides  definitions  of  health  or  rehabilitation  services  and  active 
treatment  as  they  apply  to  intermediate  care  facilities  that  are  primarily  engaged 
in  the  care  of  mentally  retarded  persons  or  persons  with  related  conditions. 

EXPLANATION 

The  definition  of  these  terms,  as  they  refer  to  care  for  the  mentally  retarded, 
affect  the  State's  funding  for  the  care  of  the  mentally  retarded.  It  is  important 
for  the  states  to  be  able  to  interpret  these  terms  in  the  same  context  as  they  are 
set  forth  in  the  Title  XIX  standards  for  intermediate  care.  This  specification 
is  necessary  so  that  the  states  can  determine  the  status  of  matching  funds  for 
this  type  of  patient. 

The  proposed  language  clearly  delineates  the  meaning  of  health  or  rehabili- 
tative services  and  active  treatment.  This  permits  the  State  to  evaluate  the  status 
of  the  matching  funds  available  for  the  care  of  the  mentally  retarded  patient  in 
intermediate  care  facilities. 

RECOMMENDATION 

254(d) (1) (2)  should  read: 

The  primary  purpose  of  such  institution  is  to  provide  health  or  rehabilitative 
services  for  mentally  retarded  individuals  as  defined  in  the  Title  XIX  standards 
for  intermediate  care  and  which  meet  such  standards  as  may  be  prescribed  by  the 
Secretary. 

The  mentally  retarded  individual,  with  respect  to  whom  a  request  for  payment 
is  made  under  a  plan  approved  under  this  title,  is  receiving  active  treatment  as 
defined  in  the  Title  XIX  standards  for  intermediate  care  under  such  a  program. 

Cost  Control 

[Title  II:  207(a)] 

SECTION  DESCRIPTION 

Paragraph  (2)  (C)  of  the  new  section  1903(g)  decreases  the  Federal  medical 
assistance  percentage  by  33%  percent  for  inpatient  services  furnished  an  indi- 
vidual in  a  hospital  for  mental  diseases  after  he  has  been  furnished  such  services 
for  90  days  after  June  30,  1971,  and  for  up  to  an  additional  30  days  if  the  State 
agency  demonstrates  that  such  additional  days  would  provide  an  opportunity 
for  combined  therapeutic  improvement,  with  Federal  payment  for  inpatient  serv- 
ices furnished  any  individual  in  a  hospital  for  mental  diseases  being  completely 
eliminated  after  the  individual  has  been  furnished  such  services  for  a  total  of 
365  days  during  his  lifetime. 

EXPLANATION 

By  reducing  the  population  over  age  65  in  State  mental  institutions  from  7,751 
to  3,846  from  November  1968  to  November  1971,  Illinois  has  made  great  strides  in 
eliminating  the  problem  to  which  this  provision  is  addressed.  Placement  of  the 
elderly  out  of  mental  institutions  is  continuing  at  the  maximum  rate  permitted 
by  the  availability  of  private  resources.  This  provision  does  not  address  the  real 
problem  in  Illinois  which  is  the  expansion  of  alternate  care  resources  and  may 
unfairly  penalize  the  State.  In  addition,  the  State  is  controlling  the  utilization 
of  mental  institutions  by  Medicaid  recipients  through  the  Hospital  Admission  and 
Surveillance  Program  (HASP  is  more  fully  explained  on  the  next  page). 

Finally,  this  provision  would  appear  inconsistent  with  the  recently  passed 
Harris-Bellmon  amendment  to  H.R.  10604  which  authorizes  Federal  matching  to 
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care  in  intermediate  nursing  and  shelter  care  facilities  under  Medicaid  Title  XIX. 
This  type  of  care  was  previously  matchable  only  under  Title  X,  XIV  and  XVI. 
The  above  amendment  recognizes  the  propriety  of  financing  under  Title  XIX 
services  to  patients  in  need  of  health-related  supportive  institutional  care  such  as 
that  provided  to  geriatric  patients  in  State  mental  institutions. 

RECOMMENDATION 

Priority  should  be  given  to  the  elimination  or  alteration  of  the  provision  in 
paragraph  (2)  (c)  of  the  new  section  1908(g)  which  reduces  Federal  matching 
by  XM  after  a  patient  has  been  hospitalized  in  a  mental  institution  for  90  to 
120  days  and  eliminates  matching  entirely  after  365  days. 

Alternative  revisions:  (1)  The  current  effective  date  of  this  provision  should 
be  changed  from  7/1/72  to  7/1/73.  (2)  Federal  matching  would  be  reduced  only 
when  states  do  not  show  progress  in  reducing  the  stay  of  patients. 

SECTION  DESCBIPTION 

The  new  section  1903(g)  (in  paragraph  (1) )  provides  a  25  percent  increase  in 
the  Federal  medical  assistance  percentage,  not  to  exceed  95  percent,  for  amounts 
paid  by  States  after  June  30,  1971,  under  contracts  with  health  maintenance  or- 
ganizations and  other  facilities  providing  comprehensive  health  care.  Such 
percentage  may  be  increased  only  if  such  contract  provides  that  payments  for 
services  provided  under  the  contract  will  not  exceed  the  payment  level  for 
similar  services  provided  in  the  same  geographical  area  and  rendered  under  an 
approved  State  plan. 

EXPLANATION 

Increased  Federal  matching  for  outpatient  and  clinic  care  will  encourage  states 
to  emphasize  this  source  of  treatment,  reducing  total  outlays  by  economizing  on 
the  use  of  expensive  inpatient  care.  Illinois  is  attempting  to  emphasize  outpa- 
tient care.  The  State  also  recently  introduced  a  program  designed  to  control  the 
utilization  of  inpatient  care  by  Medicaid  recipients.  The  Hospital  Admission 
and  Surveillance  Program  will  identify  unnecessary  hospitalization  and  deny  re- 
imbursement where  required,  develop  criteria  for  determining  necessary  lengths 
of  stay,  and  improve  the  function  of  hospital  utilization  review  committees.  It 
has  been  estimated  that  if  at  least  one  hospital  per  day  stay  were  eliminated, 
Medicaid  expenditures  would  be  reduced  by  $25  million  in  Illinois. 

This  is  not  to  say  that  HMO's  are  not  supported  in  Illinois.  State  policy  as 
expressed  in  the  Governor's  Health  Care  Message  strongly  supports  the  formation 
of  HMO's  and  includes  several  initiatives  designed  to  encourage  their  develop- 
ment. However,  it  is  unlikely  that  H.R.  1  will  have  a  strong  effect  on  encouraging 
HMO's  which  are  faced  with  high  start-up  and  development  costs  well  before 
they  can  open  their  doors  and  receive  Medicaid  reimbursement.  H.R.  1  could  be 
greatly  strengthened  if  a  mechanism  such  as  Federal  guaranteed  loans  for  the 
development  of  HMO's  were  included. 

Under  present  circumstances  the  HMO  limitation  in  H.R.  1  is  harmful  fiscally 
since  the  State  is  unlikely  to  buy  much  care  from  HMO's  this  fical  year  or  in  FY 
1973.  Very  few  HMO's  now  exist  in  Illinois  and  it  takes  two  to  three  years  to 
develop  a  functioning  HMO.  In  addition,  buying  into  an  HMO  increases  the  State's 
cash  outflow  due  to  the  customary  requirement  for  an  advance  payment.  Illinois 
would  instead  argue  that  an  increase  in  Federal  matching  for  outpatient  and 
clinic  care  would  do  more  to  encourage  HMO's  at  present  by  strengthening  the 
resource  base  of  outpatient  facilities  so  vital  to  the  effective  performance  of 
Health  Maintenance  Organizations. 

EECOMMENDATION 

It  is  recommended  that  the  25-percent  increase  be  provided  for  outpatient  and 
clinic  hospital  care  rather  than  for  HMO's  or  other  comprehensive  health  care 
facilities.  This  was  the  original  language  contained  in  the  House  version  of  H.R. 
17550  (Ways  and  Means  Committee  Report,  5/14/70,  p.  8). 

SECTION  DESCRIPTION 

The  new  section  1903 fh)  (1)  authorizes  the  Secretary  to  compute  for  reimburse- 
ment purposes  a  reasonable  cost  differential  between  cost  of  skilled  nursing  home 
services  and  cost  of  intermediate  cost  facilities.  If  the  Secretary  determines  for 
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any  calendar  quarter  after  December  31,  1971,  that  a  reasonable  cost  differential 
does  not  exist  between  the  cost  of  skilled  nursing  home  and  intermediate  care 
facility  services  in  a  State,  he  may  reduce  the  amount  which  would  otherwise  be 
considered  under  the  State  plan  by  the  amount  he  judges  to  be  a  reasonable 
equivalent  of  the  differences  between  costs  for  these  types  of  facilities.  The  new 
section  1902(h)  (2)  requires  the  Secretary  to  consider  the  range  of  cost  differen- 
tials in  various  States. 

The  new  section  1902(h)(3)  defines  "cost  differential"  (determined  by  the 
Secretary  on  the  basis  of  data  for  the  most  recent  calendar  quarter  for  which 
satisfactory  data  are  available)  as  the  excess  of  the  average  amount  paid  in  such 
State  per  inpatient  day  for  inpatient  skilled  nursing  home  services  over  the 
average  amount  paid  for  such  services  in  intermediate  care  facilities. 

EXPLANATION 

According  to  207(a) ,  if  the  Secretary  determines  for  any  calendar  quarter  after 
December  31,  1971,  with  respect  to  any  State  that  there  does  not  exist  a  reasonable 
cost  difference  between  the  cost  of  skilled  nursing  home  services  and  the  cost  of 
intermediate  care  facility  services  in  such  State,  the  Secretary  may  reduce  the 
amount  which  would  otherwise  be  considered  as  expenditures  under  the  State  plan 
by  an  amount  which,  in  his  judgment,  is  a  reasonable  equivalent  of  the  difference 
between  the  amount  of  expenditures  by  such  State  for  intermediate  care  facility 
services  and  the  amount  that  would  have  been  expended  by  such  State  for  such 
services  if  there  had  been  a  reasonable  cost  differential  between  the  cost  of  skilled 
nursing  home  services  and  the  cost  of  intermediate  care  facility  services. 

This  provision  is  inconsistent  with  the  section  that  permits  states  to  develop 
alternative  methods  for  reimbursing  the  reasonable  costs  of  inpatient  hospital 
services.  It  is  inflexible  and  arbitrary.  It  does  nothing  to  control  costs  but  simply 
restricts  government  payment  to  providers.  This  provision  would  ultimately 
preclude  the  constructions  of  new  intermediate  care  facilities.  This  action  on  the 
part  of  providers  will  escalate  overall  health  costs  because  in  the  absence  of  a 
sufficient  supply  of  intermediate  care  facilities  the  consumer  utilizes  higher  cost 
hospital  facilities.  Illinois  is  in  the  process  of  developing  a  system  of  prospective 
rate  reimbursement  that  will  establish  incentives  for  providers  to  control  cost. 

RECOMMENDATION 

Deletion  of  the  entire  new  subsection:  section  207(a)  which  amends  the 
Social  Security  Act  by  adding  section  1903 (h)  (1)  (2)  (3). 

[Title  II:  208(a)] 

SECTION  DESCRIPTION 

Section  208(a)  of  the  bill  amends  section  1902(a)  (14)  of  the  Social  Security 
Act  to  provide,  effective  January  1,  1972,  that  (A)  in  the  case  of  cash  assistance 
recipient  adults  or  foster  children  or  individuals  meeting  appropriate  income  and 
resources  requirements  no  enrollment  fee,  premium,  or  similar  charge  and  no 
deduction,  cost  sharing,  or  similar  charge  may  be  imposed  for  required  services, 
and  any  deduction,  cost  sharing,  or  similar  charge  imposed  for  optional  services 
must  be  nominal  in  amount  (as  determined  in  accordance  with  standards  ap- 
proved by  the  Secretary  and  included  in  the  plan),  and  (B)  in  the  case  of  those 
adults  or  foster  children  who  are  not  receiving  aid  or  assistance  under  any  such 
State  plan  and  who  do  not  meet  the  appropriate  income  and  resources  require- 
ments there  will  be  imposed  an  enrollment  fee,  premium,  or  similar  charge  which 
(as  determined  in  accordance  with  standards  prescribed  by  the  Secretary)  is 
related  to  income  and  no  other  enrollment  fee  or  premium  may  be  imposed. 

EXPLANATION 

The  section  makes  no  specific  provision  for  cost  sharing  or  co-payment  for 
non-cash  recipients. 

Since  there  is  a  provision  for  co-payment  or  cost  sharing  for  optional  services 
utilized  by  recipients  of  cash  assistance,  an  inconsistency  is  created  between  the 
non-cash  recipient  program  and  the  cash  assistance  program.  This  inconsistency 
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may  tend  to  provide  the  non-cash  recipient  with  an  incentive  to  seek  optional 
care  and  services  that  are  not  essential.  The  proposed  language  provides  con- 
sistency between  participants  not  receiving  cash  assistance  and  recipients  of  cash 
assistance  grants.  It  also  provides  a  deterrent  for  the  demand  of  non-essential 
services  by  including  the  recipient  as  a  participant  in  the  cost  in  a  nominal  way. 
In  addition,  it  gives  states  the  flexibility  to  plan  for  and  control  use  of  optional 
services. 

RECOMMENDATION 

Delete  section  208(a)  (14)  (B)  (ii)  and  substitute  the  following  provisions: 
no  deduction,  cost  sharing,  or  similar  charge  with  respect  to  the  care  and  services 
listed  in  clauses  (1)  through  (5)  and  (7)  of  section  1905(a),  will  be  imposed 
under  the  plan.  Any  deduction,  cost  sharing,  or  similar  charge  imposed  under  the 
plan  with  respect  to  other  care  and  services  will  be  nominal  in  amount  (as 
determined  in  accordance  with  standards  approved  by  the  Secretary  and  included 
in  the  plan.) 

[Title  II :  221] 

SECTION  DESCRIPTION 

Subsection  (a)  of  the  new  section  1122  expresses  the  congressional  intent  that 
funds  appropriated  under  titles  V,  XVIII,  and  XIX  of  the  Act  shou  d  not  be  used 
to  support  unnecessary  capital  expenditures  and  that  reimbursement  under  such 
titles  should  support  State  health  planning  activities. 

Subsection  (g)  of  the  new  section  1122  defines  the  term  "capital  expenditure" 
as  an  expenditure  which,  under  generally  accepted  accounting  principles,  is  not 
properly  chargeable  as  an  expense  of  operation  and  maintenance  and  exceeds 
$100,000,  'changes  the  facility's  bed  capacity,  or  substantially  changes  the  facil- 
ity's services. 

EXPLANATION 

The  purpose  of  this  section  is  to  assure  that  Federal  payments  are  not  used  to 
support  unnecessary  capital  expenditures  made  by,  or  on  behalf  of  health  care 
facilities  or  health  maintenance  organizations  and  that,  to  the  extent  possible, 
reimbursement  under  such  titles  shall  support  planning  activities  with  respect 
to  health  services  and  facilities  in  the  various  states. 

This  provision,  while  reinforcing  the  control  of  State  planning  bodies,  has  no 
effect  on  controlling  excessive  costs  being  paid  to  providers  for  depreciation  inter- 
est expense  and  return  on  equity  capital.  It  has  no  effect  on  capital  acquisitions 
below  $100,000.00  and,  in  addition,  makes  no  provision  to  control  expenses 
claimed  by  providers  that  are  cash  outflows  but  are  simp'y  accounting  entries. 
Non-cash  outflows  may  ultimately  be  reimbursed  a  second  time  in  the  form  of 
interest  payments.  This  pseudo-cost  is  continuing  to  drive  the  cost  of  medical  care 
upward  at  the  Federal  and  State  level. 

The  purpose  of  the  recommended  alternative  language  is  to  strengthen  the  gov- 
ernment's ability  to  avoid  duplication  in  the  health  care  industry  while  mini- 
mizing the  cost  for  capital  acquisition.  This  provision  is  designed  to  reduce  the 
unit  cost  of  health  care  to  all  levels  of  government,  other  than  third  party  pur- 
chasers and  the  consumer. 

RECOMMENDATION 

The  following  should  be  incorporated  in  the  provisions  of  section  221  (new  sec- 
tion 1122)  : 

The  Secretary  shall  exclude  any  expenses  related  to  a  capital  expenditure  that 
has  not  been  approved  by  the  State  planning  agency.  Interest  expense  requires 
the  approval  of  the  local  planning  agency  prior  to  the  date  that  the  expenditure 
was  made.  Depreciation  expense  must  be  fully  funded  and  controlled  jointly  by 
the  State  planning  agency  and  the  individual  provider.  At  the  discretion  of  the 
governor  of  a  state,  the  agency  organized  to  control  health  care  costs  mdy  be 
designated  to  control  the  depreciation  funds  in  lieu  of  the  planning  agency.  For 
purposes  of  this  section,  a  capital  expenditure  may  be  defined  as  any  expenditure 
over  $1,000.00  which,  under  generally  accepted  accounting  principles,  is  not  prop- 
erly chargeable  as  an  expense  of  operation  and  maintenance. 
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Title  II:  224(a)  (i)  (ii) 

SECTION  DESCRIPTION 

This  section  provides  that  no  charge  may  be  determined  to  be  reasonable  in 
the  case  of  bills  submitted  or  requests  for  payment  made  under  this  part  if  it 
exceeds  the  higher  of  (i)  the  prevailing  charge  recognized  by  the  carrier  and 
found  acceptable  by  the  Secretary  for  similar  services  in  the  same  locality  in 
administering  this  part  of  (ii)  and  the  prevailing  charge  level  that,  on  the  basis 
of  statistical  data  and  methodology  acceptable  to  the  Secretary,  would  cover  75 
percent  of  the  customary  charges  made  for  similar  services  in  the  same  locality 
during  the  last  preceding  calendar  year  elapsing  prior  to  the  start  of  the  fiscal 
year  in  which  the  bill  is  submitted  or  the  request  for  payment  is  made. 

EXPLANATION 

The  ambiguity  of  the  first  part  of  this  provision  will  tend  to  confuse  the  carrier 
and  the  Secretary  to  the  point  that  no  set  criteria  for  the  establishment  of  reason- 
ableness will  be  established.  The  second  part  of  the  provision  will  be  impossible 
to  apply  in  many  cases  where  the  frequency  distribution  is  diverse.  The  over- 
all result  will  be  an  inconsistent  approach  to  the  application  of  limits  to 
prevailing  charges. 

This  recommended  change  in  language  provides  for  specific  statistical  criteria 
to  be  used  in  establishing  the  prevailing  rate  limit  and  also  permits  the  use  of  a 
relative  value  scale,  if  and  when  a  scale  is  approved  by  the  Secretary. 

RECOMMENDATION 

224(a)  (i)  (ii)  should  read: 

No  charge  may  be  determined  to  be  reasonable  in  the  case  of  bills  submitted 
or  requests  for  payment  made  under  this  part  if  it  exceeds  the  modal  charge  for 
similar  services  in  the  same  locality  or  if  it  exceeds  the  charge  computed  from  a 
relative  value  scale  approved  by  the  Secretary. 

Title  II:  225 

SECTION  DESCRIPTION 

This  section  provides  that  in  determining  the  amount  payable  to  any  state 
with  respect  to  expenditures  for  skilled  nursing  homes  services  or  intermediate 
care  facility  services  furnished  in  any  calendar  quarter,  there  shall  not  be  in- 
cluded as  expenditures  under  the  State  plan  any  amount  in  execss  of  the  product 
of  (A)  the  number  of  in-patient  days  of  skilled  nursing  home  services  or  the 
number  of  in-patient  days  of  intermediate  care  facility  services  provided  under 
the  State  plan  in  such  quarter,  and  (B)  105  percentum  of  the  average  per 
diem  cost  of  such  services  for  the  fourth  calendar  quarter  preceding  such 
calendar  quarter. 

EXPLANATION 

This  provision  is  entirely  inconsistent  with  the  provision  that  would  allow 
states  to  develop  methods  and  standards  for  reimbursing  cost  of  in-patient 
hospital  services.  It  would  appear  that,  on  one  hand,  Congress  is  encouraging 
states  to  develop  more  effective  methods  for  reimbursing  providers,  however, 
in  this  section  the  restrictions  are  so  inflexible  that  it  will  ultimately  limit  the 
number  of  providers  that  will  be  willing  to  participate  in  the  program. 

This  section  mandates  a  limitation  on  the  rate  of  increase  for  the  average  per 
diem  costs  for  skilled  nursing  homes  and  intermediate  care  facilities  to  a  maxi- 
mum of  105  percent  of  cost  related  to  the  same  quarter  of  the  previous  year. 
This  limitation  is  not  only  restrictive  but  it  is  impractical  and  conflicts  with  the 
spirit  of  the  rest  of  the  bill. 

In  this  state,  reliable  cost  data  is  not  available  from  nursing  homes.  As  a  re- 
sult, nursing  homes  are  compensated  on  a  negotiated  rate  basis.  These  rates, 
on  a  per  diem  basis,  should  constitute  average  per  diem  costs  for  the  purpose 
of  this  section.  In  addition,  since  utilization  of  these  homes  tends  to  reduce 
the  length  of  stay  in  more  expensive  acute  care  institutions,  this  alternative  to 
average  per  diem  cost  should  be  provided. 
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RECOMMENDATION 

It  is  recommended  that  this  section  be  eliminated  and  be  combined  with  the 
incentive  provisions  for  the  reimbursement  of  hospital  care.  In  the  event  that  the 
provision  is  not  eliminated,  it  is  recommended  that  the  following  language  be 
incorporated  in  an  effort  to  clarify  average  per  diem  costs  for  those  states  that 
negotiate  nursing  home  and  intermediate  care  facility  rates. 

For  purposes  of  determining  average  per  diem  costs  where  providers  are  com- 
pensated on  a  negotiated  rate  basis  for  skilled  nursing  care  and  intermediate 
facility  care,  because  of  the  absence  of  reliable  cost  data,  negotiated  rates  are  to 
be  considered  to  be  average  per  diem  costs  for  the  purpose  of  this  section. 

[Title  II:  232 (a)] 

SECTION  DESCRIPTION 

This  section  provides  for  payment  of  reasonable  cost  of  in-patient  hospital 
services  provided  under  the  plan  as  determined  in  accordance  with  methods  and 
standards  which  shall  be  developed  by  the  State  and  included  in  the  plan,  except 
that  the  reasonable  cost  of  any  such  services  as  determined  under  such  methods 
and  standards  shall  not  exceed  the  amount  which  would  be  determined  as  the 
reasonable  cost  of  such  services  for  purposes  of  Title  XVIII. 

EXPLANATION 

This  section  limits  the  standards  for  reimbursement  developed  by  the  states 
to  the  standards  developed  by  the  Federal  government  for  Title  XVIII  recipients. 
These  standards  are  based  on  a  limited  population  and  the  statistics  will  tend  to 
be  skewed  for  some  elements  of  cost.  For  example,  the  Medicare  group  does  not 
have  pediatric  or  maternity  services,  and  therefore,  costs  for  this  type  of  care 
would  not  be  included  in  the  Medicare  standard.  If  these  standards  are  applied 
to  the  total  hospital  population,  it  will  result  in  mandatory  reimbursement  by 
the  states  based  on  statistics  that  are  inappropriate. 

The  recommended  revised  language  provides  for  reimbursement  ceiling  to  be 
based  on  entire  hospital  population  rather  than  a  single  segment.  This  will  result 
in  a  more  equitable  compensation  for  the  provider  and  more  meaningful  controls 
for  the  purchase  of  health  services. 

RECOM  MEND  ATION 

232(a)  which  amends  1902  (a)  {18)  (b)  should  read: 

Provides  for  payment  of  the  reasonable  cost  of  inpatient  hospital  services 
provided  under  the  plan,  as  determined  in  accordance  with  methods  and  standards 
which  shall  be  developed  by  the  State  and  included  in  the  plan,  execpt  that  the 
reasonable  cost  of  any  such  methods  and  standards  shall  not  exceed  the  amounts 
ivhich  shall  be  determined  by  the  Secretary.  Amounts  specified  by  the  Secretary 
shall  be  based  on  statistics  and  standards  for  the  entire  hospital  population. 
Maximum  reimbursement  standards  may  be  applied  by  category,  type  and  geo- 
graphic area  of  providers. 

Title  II:  233 

SECTION  DESCRIPTION 

This  section  provides  for  a  reimbursement  rate  for  hospitals  of  less  than  rea- 
sonable cost  in  cases  where  the  customary  charge  is  less  than  cost. 

EXPLANATION 

At  minimum,  this  provision  will  be  difficult,  if  not  impossible,  to  administer. 
It  attempts  to  reconcile  the  Medicare,  Medicaid,  and  Blue  Cross  type  cost  formu- 
las to  the  individual  providers'  schedule  of  charges  which  is  subject  to  change.  In 
cases  where  hospital  charges  are  less  than  cost,  the  hospital  will  be  compen- 
sated at  a  rate  less  than  cost.  The  bill  provides  for  the  reimbursement  of  charity 
hospitals  with  an  ambiguous  statement  related  to  fair  compensation. 
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RECOMMENDATION 

It  is  recommended  that  the  entire  section  233  be  deleted  and  that  hospital 
reimbursement  be  made  on  the  basis  of  reasonable  cost  or  on  a  plan  of  prospec- 
tive reimbursement  approved  by  the  Secretary  and  the  State. 

Title  II:  234 

SECTION  DESCRIPTION 

This  section  provides  for  an  annual  overall  internal  plan  and  operating  budget 
from  each  institutional  provider.  It  also  requires  the  execution  of  a  capital 
budget  for  at  least  a  three-year  period  for  all  capital  expenditures  exceeding 
$1,000.00.  It  fails  to  provide  for  other  vital  operating  statistics  that  are  necessary 
for  an  evaluation  of  the  efficiency  of  the  institution. 

EXPLANATION 

It  is  necessary  that  State  government  have  free  and  detailed  access  to  all 
financial  and  statistical  information  concerning  institutional  providers  that  par- 
ticipate in  any  and  ali  state  welfare  programs.  This  information  is  paramount  in 
order  to  provide  the  State  with  the  ability  to  purchase  health  care  under  pro- 
grams at  the  lowest  cost  while  maintaining  the  viability  of  the  state  health  de- 
livery system.  In  order  to  determine  the  purchase  rates  for  care,  the  State  must 
not  only  have  access  to  operating  and  capital  budget  projects,  but  also  to  his- 
torical data  and  forecasts  of  patient  statistics,  ancillary  service  statistics, 
patient  census  statistics  by  type  of  patient,  incidence  of  service  statistics,  pro- 
ductivity analysis  and  other  data  that  the  state  may  deem  necessary  for  rate 
determination.  Capital  expenditures  should  be  identified  and  justified  for  all 
capital  expenditures  exceeding  $100,000.00  because  of  the  significance  of  capital 
expenditures  on  the  rising  cost  of  health  care  and  the  necessity  to  plan  for  them. 
The  words  income  and  expense  should  be  changed  to  revenue  and  expenditures  in 
an  effort  to  avoid  any  misinterpretation  or  exclusion  of  any  flow  of  funds. 

The  recommended  language  tightens  the  accountability  controls  for  capital 
expenditures  and  expands  the  requirements  for  information  to  be  included  in 
the  annual  operating  budget.  The  primary  purpose  of  the  language  is  to  force  the 
institutional  providers  to  make  a  full  and  detailed  disclosure  to  the  State  so  that 
they  may  effectively  control  costs  in  the  State  health  delivery  system. 

RECOMMENDATION 

234(g) (1) (2)  should  read: 

Provides  for  annual  operating  budget  which  includes  all  historical  annual 
revenues  and  expenditures  for  the  past  two  years  and  a  forecast  of  all  annual 
revenues  and  expenditures  for  the  next  year.  The  historical  breakdown  and 
forecast  shall  include  patient  statistics,  ancillary  services  statistics,  patient  cen- 
sus statistics  by  type  of  patient,  incidence  of  service  statistics,  productivity 
analysis  and  any  other  financial  and  statistical  data  which  is  deemed  necessary 
by  the  State  to  facilitate  the  rate  setting  function. 

Provides  for  a  capital  expenditures  plan  for  at  least  a  three-year  period  {in- 
cluding the  year  to  which  the  operation  budget  is  applicable)  which  includes  and 
identifies  in  detail  the  anticipated  sources  of  financing  for,  and  the  objectives  of 
each  anticipated  expenditure  in  excess  of  $1,000.00  related  to  the  acquisition  of 
land,  the  improvement  of  land,  buildings,  and  equipment  which  ivould,  under 
generally  accepted  accounting  principles,  be  considered  capital  items. 

Each  provider  under  Medicare  agrees,  as  a  condition  of  participation,  to  pro- 
vide the  appropriate  State  agencies  with  copies  of  their  annual  budget  and  capital 
plans  under  Medicare. 

Administration 
[Title  II:  222(a)  (3)] 

SECTION  DESCRIPTION 

Section  222(a)  (3)  of  the  bill  provides  that  the  Secretary  may  waive  reimburse- 
ment requirements  of  titles  V,  XVIII,  and  XIX  with  respect  to  such  experiments 
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and  demonstration  projects.  Any  costs  incurred  in  such  experiments  or  projects 
in  excess  of  amounts  which  would  normally  be  paid  under  such  titles  will  be 
borne  by  the  Secretary.  The  Secretary  will  obtain  the  advice  and  recommenda- 
tions of  competent  specialists  prior  to  instituting  any  such  experiment  or  project. 

EXPLANATION 

State  agencies  charged  with  the  responsibility  of  developing  innovative  methods 
for  reimbursing  providers  of  health  care  will  be  utilizing  this  section  of  the  bill 
frequently.  The  present  wording  in  Part  (3)  is  ambiguous  and  leaves  the  approval 
of  the  Secretary  of  experiments  and  demonstrations  open  to  attack  by  providers 
that  will  resist  constraints  on  reimbursable  cost. 

The  revised  language,  while  maintaining  the  criteria  for  approval  of  the  project, 
eliminates  the  portion  of  referring  to  qualifications  of  qualified  specialists  to  be 
used  in  the  review  process.  This  will  tend  to  limit  the  possible  attack  of  special 
interest  groups  and  possible  litigation  over  projects  that  are  not  in  their  best 
interest. 

RECOMMENDATION 

222 (a)  (3)  should  read  as  follows : 

All  experiments  and  demonstration  projects  submitted  to  the  Secretary  for 
approval  shall  contain  an  adequate  showing  as  to  the  soundness  of  its  objectives, 
the  possibilities  of  securing  productive  results,  adequacy  of  resources  to  conduct 
it,  and  its  relationship  to  other  similar  experiments  or  projects  already  completed 
or  in  process. 

Delivery  op  Services 
[Title  II:  226(b)] 

SECTION  DESCRIPTION 

The  language  of  H.R.  1 — Title  II  and  the  Report  of  the  Committee  on  Ways 
and  Means  on  H.R.  1  often  speaks  of  "health  maintenance  organizations,  group 
practice  prepayment  plans,  comprehensive  group  health,  comprehensive  health 
plan,  comprehensive  health  care,  health  services,  scope  of  services,  inpatient  hos- 
pital services,  health  coverage,  benefits,  etc.,"  but  nowhere,  to  our  knowledge, 
does  it  specifically  and  simply  state  that  the  provision  of  mental  health  services 
is  included  in  the  above  and/or  similar  language.  ( On  the  other  hand,  however, 
no  where  does  it  specifically  state  that  mental  health  services  are  excluded. 

EXPLANATION 

Services  for  the  mentally  ill  and  mentally  retarded  are  just  now  beginning  to 
move  away  from  their  traditional  source — the  State  as  sole  provider.  The  com- 
munity is  taking  on  an  ever  increasing  share  of  responsibility  for  care  and  treat- 
ment of  the  mentally  ill  and  mentally  retarded  and  should  be  strongly  encouraged 
to  do  so. 

RECOM  MEND  ATION 

To  further  strengthen  this  concept  of  comprehensive  health  care,  we  strongly 
urge  inclusion  of  comprehensive  community  mental  health  centers  as  integral 
parts  of  Health  Maintenance  Organisations. 

[Title  II :  265] 

SECTION  DESCRIPTION 

This  section  removes  the  present  requirement  for  Social  Services  in  an  Extended 
Care  Facility.  Under  existing  regulations  a  professional  social  worker,  or  an 
individual  supervised  by  a  professional  caseworker,  attends  the  medically  related 
social  problems  of  patients.  (This  requirement  is  not  specified  in  the  statute  but 
was  promulgated  under  the  authority  of  the  Secretary  of  HEW. ) 
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EXPLANATION 

According  to  House  Committee  on  Ways  and  Means,  experience  has  tended  to 
indicate  that  while  the  provision  of  these  services  have  great  emotional  and 
social  adjustment  values,  the  substantial  cost  to  an  extended  care  facility  cannot 
be  justified  by  the  value  derived  by  its  total  population. 

It  is  unclear  from  the  language  of  the  bill  or  the  report  of  the  House  Committee 
on  Ways  and  Means  if  the  intent  is  to  make  medically  oriented  social  services 
an  optional  matter  (the  individual  facility  to  decide  upon  its  appropriateness  and 
feasibility )  or  if  it  is  no  longer  part  of  the  approved  program  and  therefore  non- 
reimbursable. 

We  would  not  favor  the  total  cessation  of  reimbursable  social  services  as  our 
experience  clearly  indicates  that  in  the  long  run  this  service  justifies  its  expen- 
ditures as  persons  are  progressively  moved  to  lower  levels  of  care  and  often  to 
independent  living. 

We  can  appreciate  the  feeling  that  it  is  difficult,  expensive  and  perhaps  in- 
appropriate to  use  Social  Services  in  some  facilities,  under  certain  conditions,  but 
we  must  recognize  that  some  individuals'  medically  related  social  problems  must 
be  met,  if  not  by  a  professional  social  worker,  than  by  an  individual  close  to  the 
patient/resident.  Extended  care  facility  personnel,  as  an  irreducible  minimum, 
ought  to  have  access  to  a  professional  social  caseworker  for  educational  and  con- 
sultative purposes. 

RECOMMENDATION 

Social  services  in  extended  care  facilities,  if  not  required,  should  be  on  an 
optional  basis. 

[Title  II :  267] 

SECTION  DESCRIPTION 

Section  267  of  the  bill  amends  section  1902(a)  (28)  (B)  of  the  Social  Security 
Act  (which  requires  skilled  nursing  homes  to  have  an  organized  nursing  service 
under  the  direction  of  a  full-time  professional  registered  nurse)  to  authorize  a 
State  agency  with  the  approval  of  the  Secretary  to  waive  this  requirement  for 
any  one-year  period  (or  less)  ending  no  later  than  December  31,  1975. 

EXPLANATION 

Our  experience  indicates  that  carefully  prepared  and  on-the-job  trained  per- 
sons in  the  allied  fields  of  nursing  care  can  perform  at  an  adequate  level,  under 
proper  medical  guidance,  without  the  intensive  day  to  day  supervision  of  a  regis- 
tered nurse,  for  short  periods  of  time.  This,  of  course,  lowers  the  professional 
level  of  care  for  a  short  time  but  this  is  preferable  to  a  facility  failing  to  qualify 
and  thus  depriving  an  area  of,  perhaps,  much  needed  services. 

However,  we  would  not  favor  a  waiver  of  this  Skilled  Nursing  Home  require- 
ment at  the  federal  level  as  dilution  of  this  standard  may  ultimately  lead  to  pres- 
sures sufficient  to  force  adoption  of  this  section  as  a  new  minimum  standard. 

RECOMMENDATION 

The  decision  to  waive  the  requirement  that  Skilled  Nursing  Homes  in  rural 
areas  have  at  least  one  full-time  registered  nurse  on  the  staff  be  left  to  the  appro- 
priate State  licensing  agency. 

Eligibility 
[Title  XX:  2011(c)  (1)] 

SECTION  DESCRIPTION 

"Benefit  eligibility  and  benefit  amounts  are  to  be  determined  for  each  calendar 
quarter  .  .  ." 

EXPLANATION 

Unlike  Title  XXI  for  FAP  and  OFP,  this  title  and  section  do  not  specify  how 
income  received  in  previous  quarters  affects  the  applicant's  current  eligibility  for 
benefits.  We  are  opposed  to  applying  three  quarter  approach  to  the  AABD  popu- 
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lation  as  previous  income  is  not  a  predictor  of  current  assets  and  income.  If  he  is 
eligible  except  for  income,  this  could  create  strain  on  the  General  Assistance  rolls, 
since  he  may  need  both  cash  and  medical  care  concurrently. 

RECOMMENDATION 

Initial  benefit  eligibility  should  be  based  on  current  income  for  AABD  category. 
Title  XX:  2012(a)  (3)  (A)  (B)  (C) 

SECTION  DESCRIPTION 

Section  allows  blind  individuals  to  deduct  "reasonable"  employment  expenses 
and  does  not  allow  the  same  provision  for  the  aged  and  disabled. 

EXPLANATION 

A  change  is  suggested  in  order  to  maintain  uniform  benefit  levels,  simplify 
eligibility  requirements  and  assure  equitable  treatment  for  all  individuals  re- 
ceiving assistance  under  this  title.  In  the  above  provisions,  the  disabled  and 
aged  are  penalized  and  deprived  of  incentives.  This  is  a  particularly  important 
issue  because  of  the  "trial  work"  provisions  for  disabled  delineated  in  section 
2014(a)  (4)  (D). 

RECOMMENDATION 

Make  deduction  of  "reasonable"  employment  expenses  applicable  to  disabled 
and  aged  as  well  as  blind. 

Title  XX:  2014(a)  (3)  (D) 

SECTION  DESCRIPTION 

This  section  provides  that  the  Secretary  will  prescribe  by  regulations,  criteria 
for  determining  if  earnings  demonstrate  an  ability  to  engage  in  employment.  If 
individual  meets  these  criteria,  whatever  his  income,  he  will  not  be  disabled. 

EXPLANATION 

Title  XX  described  aged  person  in  terms  of  "age"  and  blind  person  in  terms  of 
"visual  acuity".  Disabled  persons  are  described  not  only  in  terms  of  "disability" 
but  also  in  terms  of  present  or  potential  earning  capacity.  Consequently,  earnings 
can  penalize  the  disabled  much  more  than  the  aged  or  blind.  A  test  of  earned 
income  before  total  income  discriminates  against  a  person  with  little  or  no 
unearned  income.  Furthermore,  Medicaid  may  be  denied  to  a  disabled  indi- 
vidual dependent  on  minimal  earned  income  whose  total  income  is  under  the 
statutory  limits ;  but  the  aged  or  blind  would  not  be  denied.  This  again,  would 
put  pressure  on  the  General  Assistance  Program. 

RECOMMENDATION 

The  section  of  the  definition  dealing  with  present  or  potential  earning  capacity 
should  be  deleted. 

[Title  XX:  2014(d)  (1)] 

SECTION  DESCRIPTION 

To  avoid  encouraging  couples  to  live  separately  to  get  a  higher  total  benefit 
(two  singles  get  more  than  a  married  couple)  the  bill  provides  that  an  eligible 
individual  and  spouse  will  receive  a  couple's  benefits  even  though  they  live  apart. 

EXPLANATION 

In  effect,  these  provisions  implicitly  define  any  legal  spouse  as  a  responsible 
relative  without  giving  the  agency  authority  to  enforce  support,  and  establish  a 
stricter  eligibility  requirement  for  AABD  than  existing  titles.  In  June,  1970  there 
were  almost  12,000  individuals  in  the  State  of  Illinois  on  AABD,  married  but  not 
living  with  a  spouse.  In  effect,  this  provision  will  work  a  hardship  on  these  12,000 
who  may  have  been  separated  for  many  years  but  cannot  afford  to  take  legal 
action.  In  addition,  it  may  penalize  married  women  separated  from  a  spouse, 
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whose  benefits  are  reduced  because  her  spouse's  income  is  enough  to  meet  all  or 
part  of  her  needs,  but  whose  spouse  refuses  or  fails  to  provide  this  income.  This 
provision  would  then  increase  pressure  on  the  State's  General  Assistance  pro- 
gram. 

RECOMMENDATION 

Continue  definition  of  spouse  as  responsible  relative  in  current  law,  and  give 
agency  authority  to  enforce  support  provisions. 

Administration 

[Title  XX:  2011(c)  (1)] 

SECTION  DESCRIPTION 

"Benefit  eligibility  and  benefit  amounts  are  to  be  determined  for  each  calendar 
quarter  and  redeterminations  are  to  be  made  as  provided  by  the  Secretary.  .  .  ." 

EXPLANATION 

This  section  provides  for  quarterly  redetermination  of  eligibility  for  benefits. 
Eligibility  for  AABD  is  now  redetermined  on  an  annual  basis  in  most  states. 
There  is  no  evidence  to  suggest  that  quarterly  redetermination  will  increase  the 
efficiency  of  the  payments  system,  reduce  the  number  of  people  receiving  pay- 
ments or  otherwise  result  in  savings.  To  require  a  determination  of  eligibility 
four  times  a  year  rather  than  once  a  year  may  represent  a  substantial  increase  in 
time  and  staff  required  to  fulfill  this  requirement. 

The  method  for  redetermination  of  benefits  are  left  unspecified.  We  suggest 
that  based  on  Illinois  experience,  AABD  redeterminations  be  handled  by  declara- 
tion on  an  annual  basis.  A  Quality  Control  report  for  4/70  showed  that  there  were 
no  differences  in  error  rates  for  cases  redetermined  by  client  contact.  Error  rate 
on  eligibility  was  0.4  percent.  Error  rate  on  payment  showed  overpayments  for 
6.9  percent  and  underpayment  of  5.9  percent. 

RECOMMENDATION 

The  statute  should  mandate  provisions  for  annual  redetermination  of  eligibility 
of  AABD  clients  by  declaration. 

[Title  XX:  2015] 

SECTION  DESCRIPTION 

This  section  requires  quarterly  review  of  blind  and  disabled  by  the  Division 
of  Vocational  Rehabilitation. 

EXPLANATION 

To  make  a  quarterly  referral  and  review  of  each  case  a  mandatory  provision 
will  mean  a  substantial  increase  in  time  and  staff  of  Department  of  Public  Aid 
and  Division  of  Vocational  Rehabilitation.  The  current  Illinois  caseload  contains 
approximately  70,000  disabled  and  blind  recipients. 

RECO  M  MEND  ATION 

Referral  of  individual  for  vocational  rehabilitation  services  should  be  based 
on  potential  benefit  from  referral  as  diagnosed  by  a  physician. 

[Title  XX:  2031(a)  (1)] 

SECTION  DESCRIPTION 

Section  provides  that  benefits  under  Title  XX  are  to  be  paid  at  such  times  and 
in  such  installments  as  will  best  effectuate  the  purposes  of  the  title. 

EXPLANATION 

If  a  person  is  now  eligible  for  a  grant,  he  receives  a  monthly  check,  regard- 
less of  the  amount.  The  assumption  is  that  if  the  person  is  eligible  for  money 
for  that  month,  he  needs  the  money  that  month.  Statute  at  present  is  so  loosely 
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constructed  that  Secretary  can  set  up  schedule  to  pay  all  eligibles  on  a  quarterly 
basis. 

RECOMMENDATION 

Require  payments  to  eligible  individuals  for  each  month  except  in  instances 
where  benefit  is  less  than  $5.00. 

[Title  XX:  2031(c)  (2)] 

SECTION  DESCRIPTION 

This  section  provides  that  failure  or  delay  on  the  part  of  the  client  or  delay 
to  report  changes  will  result  in  fines  to  be  deducted  from  the  assistance  check 
unless  "good  cause"  exists. 

EXPLANATION 

This  section  contains  no  criteria  for  procedures  to  be  used  in  determining 

whether  "good  cause"  exists,  and  may  permit  arbitrary  administrative  action. 

RECOMMENDATION 

This  provision  should  be  changed  to  read  that  client  must  be  notified  of  right 
to  hearing,  before  benefits  can  be  reduced. 

[Title  XXI:  2152(d)  (L)  (2)  (3)  ] 

SECTION  DESCRIPTION 

Under  current  provisions  extent  of  current  eligibility  is  determined  on  the 
basis  of  income  for  the  prior  nine  months  with  any  income  in  excess  of  the  allow- 
able to  be  deducted  from  benefits  due  in  the  current  quarter. 

EXPLANATION 

Because  of  the  eligibility  provisions  of  section  2152(d)  it  is  possible  for  nu- 
merous families  currently  covered  by  AFDC  to  be  without  income  for  as  long 
as  nine  months  before  becoming  eligible  for  OFP  or  FAP.  Their  only  recourse,  in 
these  circumstances,  would  be  General  Assistance.  This  gap  in  coverage  can  arise 
in  the  following  circumstances  for  sizeable  numbers  of  persons :  A  female-headed 
family  employed  at  a  high  enough  wage  to  permit  carryover  into  several  quar- 
ters who  loses  a  job  not  covered  by  unemployment  insurance.  ( Some  500,000  Illi- 
nois workers  are  not  covered  by  any  form  of  unemployment  protection.)  It  is 
possible  for  her  to  face  a  number  of  months  with  zero  income  and  yet  be  in- 
eligible for  OFP  and  FAP.  Under  today's  law  the  family  would  be  eligible  for 
AFDC  but  would  have  to  be  picked  up  by  FA  if  H.R.  1  were  in  effect. 

For  Illinois,  in  October  1971,  31.7  percent  of  AFDG  case  openings  were  due 
to  loss  of  employment  because  of  layoff  or  illness.  For  the  AFDC-U  program  the 
comparable  figure  was  89  percent.  It  is  clear  that  large  numbers  of  these  people 
would  be  ineligible  for  OFP  benefits  due  to  earnings  in  prior  quarters  under  the 
current  provision  of  H.R.  1.  It  is  equally  clear  that  large  numbers  of  these  people 
while  working  full  time  had  not  been  earning  at  levels  sufficient  to  allow  savings. 
The  only  recourse  for  such  individuals,  who  are  willing  to  work  but  cannot 
through  no  fault  of  their  own,  would  be  General  Assistance  or  no  income. 

RECOMMENDATION 

Payments  of  benefits  shall  be  made  during  any  quarter  of  a  calendar  year  on 
the  basis  of  the  Secretary's  estimate  of  the  families  income  and  resources  actu- 
ally available  for  current  use. 

[Title  XXI:  2152(g)  (1)] 

SECTION  DESCRIPTION 

This  section  provides  that  no  family  will  be  eligible  if  any  family  member  fails 
within  30  days  after  notification  by  the  Secretary  to  take  all  necessary  steps  to 
apply  for  any  other  benefits  due  him. 
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EXPLANATION 

The  present  language  of  section  2152(g)  (1)  would  deny  an  entire  family  bene- 
fits because  of  the  refusal,  inability,  etc.  of  a  single  family  member  to  apply  for 
other  benefits.  Thus,  even  though  the  family  might  have  no  control  over  the  lack 
of  cooperation  of  a  particular  member,  the  entire  family  would  be  penalized. 
Even  though  the  family  cooperated  fully  with  the  Secretary  in  attempting  to 
have  the  individual  family  member  apply  they  would  be  denied  benefits  until  the 
application  was  made.  The  only  recourse  for  such  a  family  would  be  General 
Assistance. 

EECOM  MENDATION 

Benefits  for  the  individual  failing  to  make  application  would  be  denied.  The 
remainder  of  the  family  would  oe  eligible  if  application  requirements  were  met 
by  them  individually. 

[Title  XXI :  2102— Basic  eligibility  for  benefits] 

SECTION  DESCRIPTION 

Section  2102  provides  that  every  eligible  family  whose  employable  members 
have  registered  for  manpower  services,  training,  and  employment  will  be  paid 
benefits  by  the  Secretary  of  Labor  under  the  Opportunities  for  Families  Program 
(Part  A),  and  that  eligible  families  in  which  no  members  are  employable  will  be 
paid  benefits  by  the  Secretary  of  Health,  Education,  and  Welfare  under  the  Fam- 
ily Assistance  Plan  (Part  B ) . 

EXPLANATION 

Employability  which  fluctuates  is  the  ruling  factor  for  program  eligibility. 
Depending  upon  the  status  of  employability,  families  will  be  assisted  by  either 
FAP  or  OFP.  Changes  in  employability  will  apparently  necessitate  shifting  from 
one  program  to  another  and,  therefore,  administrative  responsibility  will  shift 
from  HEW  to  Labor.  Although  it  is  stipulated  that  regulations  are  to  be  similar 
(Section  2151),  there,  nevertheless,  appears  to  be  the  probability  of  confusion, 
delay,  etc.  Consideration  of  other  record  and  reporting  requirements  placed  upon 
enrollees  in  other  areas  of  H.R.  1  further  support  the  probability  of  administra- 
tive problems. 

RECOMMENDATION 

Administrative  responsibility  for  the  payment  of  benefits  for  both  OFP  and 
FAP  should  be  vested  with  a  single  agency  rather  than  with  both  DHEW  and 
DOL. 

[Title  XXI:  2117(a)  ;  2132(a)] 

SECTION  DESCRIPTION 

Section  2117(a)  requires  the  Secretary  of  Labor  to  review  at  least  once  each 
quarter  the  continued  need  for  vocational  rehabilitation  services  by  an  individual 
receiving  benefits  under  the  OFP  who  is  referred  due  to  an  incapacity.  Section 
2132(a)  requests  the  Secretary  of  Health,  Education  and  Welfare  to  make  a 
quarterly  review  (except  for  those  permanently  incapacitated)  of  the  continued 
need  for  vocational  rehabilitation  services  by  an  individual  receiving  benefits 
under  FAP  who  is  referred  due  to  an  incapacity. 

EXPLANATION 

It  has  been  conservatively  estimated  that  an  additional  200  personnel  would 
be  required  in  Illinois  to  meet  the  quarterly  redetermination  requirements  of 
the  sections  above.  These  people  would  not  expand  the  service  program  but  only 
perform  redeterminations.  In  many  cases  the  efforts  of  these  personnel  would  be 
wasted  because  the  need  for  redetermination  is  dependent  upon  the  form  of  dis- 
ability of  the  individual  concerned.  Quarterly  redeterminations  are  necessary  for 
some  individuals  but  certainly  not  for  all.  Departmental  regulations  should 
govern  the  frequency  of  redeterminations  and  should  be  based  on  the  type  of 
disability  which  exists. 
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RECOMMENDATION 

Requirements  for  quarterly  redeterminations  should  be  changed  to  periodic 
redeterminations  as  determined  by  the  Secretary. 

SECTION  DESCRIPTION 

Section  2117(a)  provides  that  any  family  member  receiving  benefits  under 
part  A  who  is  not  required  to  register  due  to  an  incapacity  will  be  referred  for 
vocational  rehabilitation  services  under  the  Vocational  Rehabilitation  Act.  The 
Secretary  of  Labor  is  required  to  review  such  individual's  continued  need  for 
and  use  of  rehabilitation  services  at  least  once  each  quarter. 

Section  2117(b)  provides  that  any  family  member  who  is  referred  for  voca- 
tional rehabilitation  services  under  a  State  plan  approved  under  the  Vocational 
Rehabilitation  Act  is  required  to  accept  such  services,  except  where  good  cause 
exists  for  failure  to  do  so,  and  that  the  Secretary  of  Labor  will  pay  to  the  State 
agency  administering  the  State  plan  the  costs  incurred  in  the  provision  of  such 
services. 

EXPLANATION 

It  is  conceivable  that  in  addition  to  present  practices  of  State  VR  agencies 
under  HEW,  separate  contracts  for  services  from  State  VR  agencies  and  others 
could  be  negotiated  by  HEW,  SSA,  FBA  and  DOL  and  in  certain  instances  such 
services  could  be  directly  provided  and  delivered  on  the  local  level  by  Federal 

agencies. 

Every  agency  must,  of  course,  have  control  of  its  own  program  and  be  respon- 
sible for  its  total  outcome.  They  must  defend  their  budget  and  their  procedures 
and  results.  They  should  therefore  control  the  standards  for  the  services  which 
they  supervise  or  purchase.  Such  standards  could  most  effectively  be  established 
and  maintained  by  utilizing  a  single  channel.  RSA  has  the  experience,  expertise 
and  machinery  for  the  delivery  of  such  services  and  would  be  the  logical  channel 
for  such  negotiations. 

The  possibility  of  all  these  agencies  being  required  to  separately  negotiate  with 
each  and  all  of  the  states  and  each  and  all  of  the  services,  practices,  etc.  is  horrify- 
ing. A  multitude  of  problems  would  be  created  in  State  agencies  by  a  divided  and 
different  administration,  procedure,  funding,  accounting,  record  keeping,  report- 
ing, communication,  responsibility,  accountability,  organization  structure  and 
other  such  consequences. 

RECOMMENDATION  1 

Rehabilitation  Services  Administration  under  HEW  should  be  the  Federal 
agency  responsible  for  determinations  of  disability  and  incapacity  and  as  such 
RSA  should  negotiate  and  contract  with  other  Federal  agencies  for  their  needs  and 
with  the  states  so  that  the  process  is  centralized  with  the  Federal  agency  which 
is  the  major  counterpart  of  the  State  VR  agencies. 

RECOMMENDATION  2 

On  the  local  level  there  should  be  one  point  of  responsibility  for  determinations 
in  the  State  and  this  point  should  be  an  expansion  of  whatever  agency  is  doing 
disability  determinations  under  Title  II. 

RECOMMENDATION  3 

RSA  should  be  responsible  for  budgeting  for  determinations  and  VR  services 
to  assure  adequate  estimates  and  to  show  inter-relationships  to  VR  budget.  A 
two  party  negotiation  at  this  point  should  greatly  simplify  and  resolve  complex, 
technical  and  delicate  problems  in  this  area. 

[Title  XXI:  2117(b)  ;  2132(b)] 

SECTION  DESCRIPTION 

These  sections  authorize  payment  to  State  vocational  rehabilitation  services 
provided  to  OFP  and  FAP  recipients  referred. 

EXPLANATION 

No  appropriation  is  provided  for  payment  of  these  services,  but  the  services 
themselves  are  mandated.  State  vocational  rehabilitation  agencies  may  be  reluc- 
tant or  unable  to  provide  services  under  what  represents  a  greatly  expanded  pro- 
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gram  if  payment  is  not  guaranteed.  State  agencies  are  currently  operating  on 
budgets  which  would  not  allow  massive  program  expansion  and  the  necessary 
staffing  required  under  H.  R.  1.  Therefore,  it  is  essential  that  funding  be  guaran- 
teed if  these  agencies  are  to  be  in  a  position  to  adequately  service  those  individ- 
uals referred  under  the  provisions  of  the  bill. 

RECOMMENDATION 

Payment  to  State  VR  agencies  by  DHEW  and  DOL  for  mandated  services 
should  be  required. 

[Title  XXI:  2151(e)] 

SECTION  DESCRIPTION 

Section  2151(e)  requires  that  after  24  months  of  receiving  benefits  a  family 
must  reapply  and  that  no  benefits  may  be  paid  until  the  eligibility  redetermina- 
tion has  been  completed. 

EXPLANATION 

The  section  makes  no  provision  for  families  to  receive  notice  of  a  discon- 
tinuance of  benefits  before  the  24  month  period  ends.  Under  the  assumption 
that  eligibility  determination  would  require  an  amount  of  time  not  dissimilar 
to  that  required  presently  under  the  OASDI  program,  the  lack  of  provision 
for  notice  could  surely  penalize  individuals  who  remain  eligible  but  do  not 
realize  that  reapplication  is  necessary  for  continued  payments.  If  payments 
are  interrupted  these  families  will  have  to  rely  on  General  Assistance  pro- 
grams for  interim  income.  It  is  also  likely  that  costly  litigation  would  occur  if 
individuals  were  denied  benefits  without  notice  of  their  opportunity  to  reapply. 

RECOMMENDATION 

This  section  should  require  the  Secretary  to  notify  all  families  receiving  as- 
sistance when  a  redetermination  is  necessary.  Such  notice  must  be  provided 
with  adequate  advance  time  to  ensure  no  loss  of  benefits  to  families  which  are 
redetermined  eligible. 

[Title  XXI :  2112  ;  2133 ;  2134] 

SECTION  DESCRIPTION 

These  sections  deal  with  the  provision  of  child  care  for  children  of  parents 
enrolled  in  Title  XXI  programs. 

EXPLANATION 

Under  H.R.  1  both  the  Departments  of  Labor  and  Health,  Education  and 
Welfare  are  given  responsibility  for  administering  child  care  services.  While 
sections  in  Title  XXI  attempt  to  clarify  and  separate  their  roles  to  a  certain 
extent,  there  is  much  room  for  duplication  of  effort  and  confused  administra- 
tion at  the  State  and  local  level.  Since  HEW  will  have  primary  responsibility 
for  developing  resources,  establishing  standards,  etc.  under  H.R.  1,  we  propose 
that  all  major  responsibilities  for  providing  child  care  be  vested  in  HEW. 

In  recent  years  Illinois  has  made  a  major  effort  to  coordinate  day  care  pro- 
grams and  funding  at  the  State  level.  One  agency  in  Illinois,  the  Department 
of  Children  and  Family  Services,  now  administers  almost  all  day  care  programs. 
Over  the  past  three  years  Illinois  has  increased  funding  for  day  care  from  less 
than  $5  million  to  approximately  $50  million  this  year.  A  large  part  of  this 
money  is  targeted  at  the  poverty  population.  At  present  there  are  approximately 
75,000  children  in  Illinois  being  served  in  1,680  licensed  day  care  centers  and 
4,470  licensed  day  care  homes.  Provisions  in  H.R.  1  that  provide  for  Federal 
administration  at  the  State  and  local  level,  thus  by-passing  the  State,  will  only 
serve  to  reverse  the  progress  Illinois  has  made  to  date  in  expanding  day  care 
resources. 

RECOMMENDATION 

A  single  agency  at  the  Federal  level  should  have  the  resnonsibility  for  the 
administration  of  all  day  care  funding  promded  under  Title  XXI.  The  states 
should  be  assured  a  major  role  in  the  development,  procurement,  and  arrange- 
ment for  child  care  services. 

72-573  O— 72— pt.  2  25 
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EXPLANATION 

H.R.  1  does  not  provide  for  clear  and  meaningful  local  participation.  The 
language  of  the  bill  gives  broad  discretion  to  Federal  administrators  in  setting 
standards  and  evaluating  programs  while  it  provides  minimal  apparatus  for  pa- 
rental involvement.  Illinois  has  developed  local  and  State  4-C  committees  as 
proposed  by  HEW.  H.R.  1  should  encourage  these  and  similar  efforts. 

RECOM  MENDATION 

Provision  should  be  made  for  the  guaranteed  involvement  of  parents  in  child 
care  programs  and  for  substantial  local  community  participation  in  the  estab- 
lishment, operation,  and  review  of  day  care  services. 

EXPLANATION 

Under  H.R.  1  the  availability  of  day  care  services  will  be  a  major  factor  in 
determining  whether  or  not  a  welfare  recipient  is  able  to  accept  a  job.  Since 
more  day  care  slots  will  be  available  and  recipients  will  be  required  to  utilize 
them,  government  will  take  on  increased  responsibility  for  assuring  that  these 
services  are  high  in  quality  and  protect  the  physical  and  mental  well-being  of 
the  child.  H.R.  1  should  therefore  explicitly  state  that  no  day  care  facility  must 
be  accepted  by  a  parent  unless  it  is  proven  to  be  standard. 

RECOM  MENDATION 

Provisions  should  be  made  explicit  in  H.R.  1  to  insure  that  parents  can  refuse 
to  accept  training  or  employment  if  day  care  offered  to  them  is  of  inadequate 
quality  as  judged  by  the  standards  developed  in  accordance  with  sections  2134- 

[Title  XXI:  2171(a)(4)] 

SECTION  DESCRIPTION 

This  section  allows  the  Secretary  to  make  emergency  cash  payments  of  no 
more  than  $1.00  to  families  initially  applying  for  benefits.  Such  payments  are  to 
be  deducted  from  future  benefits. 

EXPLANATION 

Title  IV  of  the  Social  Security  Act  provides  that  states  may  establish  emer- 
gency assistance  plans  to  avoid  the  destitution  of  children  of  families  currently 
receiving  or  applying  for  assistance.  Funds  appropriated  for  emergency  assistance 
are  used  in  cases  of  fire,  storm,  theft,  etc.  Which  deprive  the  family  involved 
of  the  means  to  prevent  their  destitution.  H.R.  1  has  no  such  provisions  for  in- 
dividuals who  are  recipients.  This  lack  will  force  states  to  maintain  emergency 
assistance  programs  which  will  result  in  further  administrative  complexity  in 
the  integration  of  Federal  and  State  programs  and  reduce  the  effectiveness  of 
H.R.  1  in  money  toward  a  Federal  assumption  of  assistance  programs. 

Deduction  of  emergency  benefits  from  future  benefits  may  deprive  the  family 
of  an  income  sufficient  for  subsistence  if,  for  instance,  the  emergency  grant  must 
be  used  to  replace  household  goods  destroyed  by  fire. 

RECOM  MENDATION 

Expand  section  2171(a)  (4)  to  include  the  provision  of  emergency  assistance  to 
recipients.  Deduction  from  future  benefits  should  occur  only  if  the  emergency 
resulted  from  mismanagement  of  previously  granted  benefits. 

[Title  XXI:  2178(a)  (b)] 

SECTION  DESCRIPTION 

This  section  provides  for  the  establishment,  membership,  and  expenses  of  local 
advisory  committees  which  will  evaluate  and  report  on  the  effectiveness  of  the 
Title  XXI  programs. 
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EXPLANATION 

No  requirement  is  made  in  paragraph  (b)  for  the  inclusion  of  program  partici- 
pants on  the  advisory  committees.  Illinois  and  other  states  have  had  excellent 
results  from  the  inclusion  of  recipients  on  various  welfare  advisory  groups.  The 
information  provided  by  such  persons  on  program  performance  from  the  stand- 
point of  a  user  can  be  extremely  valuable  in  evaluating  effectiveness  and  rede- 
signing program  content.  Including  program  participants  would  not  significantly 
increase  the  costs  of  operating  the  committees. 

RECOMMENDATION 

Each  local  committee  will  include  representatives  who  are  former  or  current 
participants  in  Title  XXI  programs. 

Administration 

[Title  V:  501(a)  (3)] 

section  description 

This  section  authorizes  but  does  not  mandate  payment  for  the  administrative 
expenses  incurred  by  the  states  in  implementing  the  new  programs  during  the 
transitional  period. 

explanation 

Since  the  State,  per  507,  may  be  required  to  be  responsible  for  administering 
XX  and  XXI  during  the  transition  period,  they  should  be  reimbursed  for  admin- 
istrative expenses  incurred  due  to  placing  the  new  programs  in  operation.  Placing 
these  new  programs  in  operation  will  require  substantive  planning,  new  opera- 
tional designs  and  procedures,  and  retraining  of  staff  on  the  part  of  the  states. 

RECOMMENDATION 

Section  501  {a)  (3)  should  read  as  follows : 

Appropriation  for  administrative  expenses  incurred  by  the  states  during  the 
Fiscal  Year  ending  June  30,  1972,  in  developing  the  staff  and  facilities  necessary 
to  place  in  operation  the  programs  established  by  Titles  XX  and  XXI  of  the 
Social  Security  Act,  as  added  by  this  Act,  and  for  child  care  furnished  pursuant 
to  section  508  during  such  fiscal  year,  shall  be  included  in  an  appropriation  Act 
for  such  fiscal  year. 

[Title  V:  503(a)  (1)] 

SECTION  DESCRIPTION 

This  section  provides  that  the  costs  of  assistance  supplements  to  the  states  shall 
not  exceed  the  non-Federal  share  of  expenditures  for  quarters  in  calendar  year 
1971. 

EXPLANATION 

In  order  to  make  this  section  consistent  with  various  proposals  for  interim  fiscal 
relief,  FY  1971  should  be  substituted  for  calendar  year  1971.  Both  the  "hold- 
harmless"  to  H.R.  1  introduced  by  Senator  Percy  and  the  Mills-Collins  measure 
in  the  House  based  fiscal  relief  on  FY  1971.  To  use  a  different  base  once  H.R.  1 
is  in  effect  would  complicate  administration.  States  would  also  be  afforded  a 
greater  amount  of  fiscal  relief  if  FY  1971  were  used  due  to  the  greater  increases  in 
caseloads  and  expenditures  during  that  period. 

recommendation 

Section  503(a)(1)  should  read:  The  amount  payable  to  the  Secretary  by  a 
State  for  any  fiscal  year  pursuant  to  its  agreement  or  agreements  under  sections 
2016  and  2156  of  the  Social  Security  Act  shall  not  exceed  the  non-Federal  share 
of  expenditures  as  aid  or  assistance  for  quarters  in  the  fiscal  year  1971  under  the 
plans  of  the  State  approved  under  Titles  I,  X,  XIV,  and  XVI,  and  part  A  of  Title 
IV,  of  the  Social  Security  Act  (as  defined  in  subsection  (c)  of  this  section). 
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[Title  V:  511(a)  ;  511(b)] 

SECTION  DESCRIPTION 

These  sections  define  services  to  mean  specific  activities. 

EXPLANATION 

The  definition  of  services  should  be  broadened  to  be  consistent  with  the  defini- 
tion of  child  welfare  and  family  services  currently  contained  in  Title  IV.  A  list  of 
services  raises  the  possibility  that  the  range  of  services  offered  and  funded  will  be 
limited  to  narrow  interpretations  of  those  specified  in  the  Act.  This  may  dis- 
courage and  prevent  State  agencies  from  developing  innovative  service  delivery 
programs  and,  if  narrowly  interpreted,  may  force  cutbacks  in  programs  currently 
being  matched  by  DHEW.  There  are  no  criteria  which  define  the  minimum  quality 
and  content  of  the  individual  services. 

EECOM  MEND  ATION 

Section  511(a)  which  amends  the  Title  IV  Social  Security  Act  definition  of 
services  should  be  amended  as  follows  and  a  new  category  added: 

"(d)  The  term  'services  for  any  individual  receiving  assistance  to  needy  fami- 
lies with  children'  includes  any  of  the  following  services  provided  for  any  such 
individual: 

(IS)  Services  to  a  family  or  any  member  thereof  for  the  purpose  of  preserving, 
rehabilitating,  reuniting,  or  strengthening  the  family,  and  such  other  services 
as  will  assist  members  of  a  family  to  attain  or  retain  capability  for  the  maximum 
self-support  and  personal  independence. 

RECOMMENDATION 

Section  511(b)  should  be  amended  to  include  the  definition  of  services  for  the 
aged,  blind,  and  disabled  currently  contained  in  Title  XVI,  section  163(a)  (ii) 
and  (G)  (1). 

[Title  V:  512] 

SECTION  DESCRIPTION 

This  section  creates  a  formula  which  will  determine  the  State's  share  of  the 
$800,000,000  closed-end  appropriation  for  services. 

EXPLANATION 

This  section  contains  a  closed-end  appropriation  $800,000,000  and  allotment 
formula  for  services  and  training  (exclusive  of  day  care  and  family  planning). 
In  the  case  of  Illinois,  the  following  situation  will  exist : 
Allotment  of  $800,000,000 

X  Federal  Share  of  State  Exp.  FY  72 

800,000,000  —  Total  Federal  Shares  to  States  FY  72 

FISCAL  YEAR  1972 


Illinois  Federal 


Services  (+)--        $86,069  $838,200 

Training  (+)       828  43,866 

Child  care  (-)      18,  287  108,000 

Foster  care  service  (-)1   13,100  


Total     55,510  744,066 


1  Covered  under  sec.  513. 


X  ==  55,510- 

800,000,000  744,066 
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X  =  $57,370,000  however,  we  would  be  frozen  at  $55,510,000  (FY  1972  level). 

Since  Illinois  will  be  substantially  above  the  average,  we  will  be  frozen  at  the 
FY  1972  level.  We  would  not  be  in  a  "service  deficit"  position  unless  the  appro- 
priation was  substantially  above  the  $800,000,000  level  for  a  number  of  years. 

Therefore,  assuming  that  the  appropriation  will  remain  around  $800,000,000, 
Illinois  will  receive  approximately  $2,000,000  less  on  an  annual  basis  than  our 
allotment. 

In  addition,  the  freeze  would  not  provide  for  normal  program  expansion.  As- 
suming a  17  percent  rate  of  increase,  the  freeze  will  cost  Illinois  approximately 
$12,000,000  that  we  would  have  been  able  to  claim  under  the  present  open-end 
provision  of  Title  IV-A  and  Title  XVI. 

The  above  discussion  has  been  predicated  on  the  assumption  that  Illinois  will 
receive  the  full  benefit  from  the  Title  IV-A  plan  amendments  in  Fy  1972.  How- 
ever, the  FY  1972  appropriation  bill  for  HEW  contains  a  provision  limiting  any 
State  to  110  percent  of  what  it  collected  in  Federal  dollars  for  services  under 
Titles  IV-A  and  XVI  during  FY  1971.  Since  our  plan  amendments  are  effective 
for  only  part  of  FY  1971,  this  limitation  has  a  severe  impact  on  Illinois.  This 
provision,  coupled  with  section  1125  would  freeze  Illinois  at  110  percent  of  the 
FY  1971  level  of  Federal  collections.  This  would  cost  Illinois  $20,000,000  to  $25,- 
000,000  in  FY  1972  and  each  year  thereafter. 

At  the  Federal  level,  the  110  percent  limitation  and  the  $800,000,000  closed- 
end  appropriation  achieve  the  same  purpose;  however,  the  advantage  of  the 
latter  for  Illinois  is  great.  It  is  extremely  important  that  110  percent  limitation 
be  removed  from  the  HEW  appropriation  bill. 

RECOM  MENDATION 

(b)(1)  should  be  amended  by  striking  the  words  ".  .  .  but  in  no  case  shall 
such  amount  with  respect  to  any  State  for  any  fiscal  year  exceed  the  Federal 
share  of  such  expenditures  in  such  State  in  the  preceding  fiscal  year  {exclusive 
of  any  amounts  realloted  to  such  State  for  such  State  for  such  preceding  fiscal 
year  under  subsection  (c)  ;") 

[Title  V :  513] 

SECTION  DESCRIPTION 

This  section  provides  for  subsidies  to  adoptive  parents  on  behalf  of  physically 
and  mentally  handicapped  children. 

EXPLANATION 

Older  and  other  hard  to  place  children,  such  as  the  mixed  racial  or  minority 
group  child,  are  equally  in  need  of  specialized  adoption  services  as  are  physically 
and  mentally  handicapped  children.  Illinois  began  a  subsidized  adoption  pro- 
gram in  October,  1969.  Its  purpose  is  to  allow  parents  who  lack  necessary  fi- 
nancial resources  to  adopt  physically  and  mentally  handicapped  children,  older 
children,  minority  group  children,  and  other  hard  to  place  children.  Not  only 
can  adoption  provide  a  more  stable  home  for  the  child,  but  it  also  saves  the  State 
money  since  the  State  only  subsidizes  a  portion  of  the  child's  expenses  rather 
than  paying  full  foster  care  fees.  To  date,  294  children,  130  are  Black.  A  total 
of  85  have  handicaps,  9  are  retarded,  4  emotionally  disturbed,  and  12  have  multi- 
ple handicaps.  33  children  are  under  two  years  of  age,  139  are  from  two  to  six, 
and  122  are  over  six. 

RECOMMENDATION 

Section  513  which  amends  section  427(a)  (2)  (13)  should  be  revised  to  include 
"older  and  other  hard  to  place  children"  in  the  definition  of  those  children  for 
whom  payment  may  be  made  to  adoptive  parents  who  have  financial  need. 

SECTION  DESCRIPTION 

This  section  appropriates  funds  for  foster  care  and  adoption. 
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EXPLANATION 

This  section  appropriates  for  foster  care  and  adoption  : 
—$150,000,000  in  FY  1972 
—$165,000,000  in  FY  1973 
etc. 

Allotment 

a  .  111.  Children  under  21 

Appropriation  x  TT  ^   :  — 

U.S.  Children  under  21 

FY  1972:  150,000,000  X  5.4% =$8,100,000 
FY  1973:  165,000,000  X  5.4% =$8,900,000 
Federal  Share 

X  _  111,  per  cap  income 
.50      U.S.  per  cap  income 
X  =  3994 
.50  3412* 

X=58%  (State  share) 
100—58=42%  (Federal  Share) 

The  Illinois  foster  care  and  adoption  programs,  exclusive  of  the  ADFC-foster 
care  program  exceeds  $40  million  annually.  Therefore,  we  would  be  able  to  claim 
our  full  allotment.  However,  recent  admendments  to  our  State  plan  for  Title 
IV-A  allow  us  to  claim  75%  Federal  reimbursement  for  the  cost  of  providing 
foster  care  services  and  adoptive  services  to  current,  former,  and  potential  AFDC 
recipients.  Under  these  amendments,  we  anticipate  receiving  between  $8,000,000 
and  $10,000,000  annually.  Therefore,  Section  513  does  not  provide  any  fiscal 
relief  to  Illinois. 

The  Federal  share  in  percentage  terms  is  much  higher  under  the  current  IV-A 

(75%)  than  under  Section  513  (40%).  However,  the  75%  applies  only  to  services, 
whereas  section  513  includes  both  services  and  care.  In  addition,  section  513  ap- 
plies to  all  children  for  whom  the  public  agency  has  responsibility,  whereas  Title 
IV-A  is  limited  to  current,  former,  and  potential  recipients. 


RECOM  MENDATION 


The  appropriation  for  foster  care  and  adoption  should  be  on  an  open-ended 
basis. 


State  of  Illinois, 
Office  of  the  Governor, 

Chicago,  III. 

Hon.  Russell  B.  Long, 

Chairman,  Senate  Finance  Committee,  Old  Senate  Office  Building, 
Washington,  B.C. 

Dear  Mr.  Chairman  :  Y^our  committee  graciously  heard  me  at  length  last  month 
on  H.R.  1,  and  ordinarily  I  would  be  reluctant  to  add  further  to  your  record  of 
testimony.  However,  major  developments  have  occurred  since  then,  particularly 
affecting  the  probable  timing  of  the  effective  date  of  full  implementation  of  the 
Family  Assistance  Plan  in  final  form.  Therefore,  I  would  like  to  add  my  views 
on  the  urgency  of  immediate  assistance  to  state  and  local  governments,  to  bridge 
the  transition  period. 

A  recent  New  York  Times  editorial  aptly  refers  to  the  "Perils  of  Pauline" 
fashion  in  which  welfare  reform  was  rescued  from  death  in  Congress.  The  rescue 
was  accomplished  by  means  of  a  compromise  under  which  there  will  be  extensive 
tests  of  the  plan  for  a  guaranteed  minimum  family  income  before  it  is  adopted 
on  a  nation-wide  basis. 

All  this  may  be  well  and  good,  but  it  means  that  the  present  system  of  Aid  to 
Families  with  Dependent  Children  will  be  with  us  until  1974  or  later.  It  means 
also  that,  unless  Congress  moves  to  help  them,  many  states  will  need  a  similar 
rescue  because  they  will  run  out  of  funds  for  welfare  payments.  They  also  will 
be  crippled  in  their  capacity  to  deal  with  other  essential  services,  including 
education,  corrections,  health,  and  child  care — all  services  which  help  keep  fam- 
ilies off  the  welfare  rolls. 
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The  problem  is  not  one  that  can  be  postponed.  The  states  need  additional  funds 
before  the  end  of  this  fiscal  year.  To  meet  the  crisis,  Senator  Percy  of  Illinois, 
backed  by  the  governors  of  20  states,  has  introduced  an  amendment  to  H.R.  1 
which  would  authorize  an  expenditure  of  $600  million  to  help  the  states  meet 
a  portion  of  the  increase  in  welfare  costs  incurred  in  the  year  beginning  last 
July  1. 

At  stake  here  is  the  solvency  of  the  states.  The  disastrous  effects  of  the 
national  welfare  apparatus  upon  our  state  and  local  governments — upon  our 
cherished  federal  system — raise  an  issue  which  today  looms  as  important  for 
American  federalism  as  the  great  questions  before  John  Marshall  in  another  era. 
Now  we  must  ask  whether  the  federal  government  can  require  the  states  to 
spend  themselves  into  debt  and  bankruptcy  for  public  aid  programs  established 
by  Congress,  without  providing  meaningful  federal  relief. 

The  public  aid  programs  were  established  with  the  best  of  intentions.  Gener- 
ally they  were  embraced  gratefully  by  the  states,  because  the  federal  grants-in- 
aid  helped  them  meet  their  obligations  to  care  for  those  unable  to  care  for 
themselves. 

The  original  social  security  theory  was  that  much  of  the  need  for  welfare 
would  wither  away  as  soon  as  the  old  age  and  survivors  benefits  were  spread 
widely  throughout  the  nation.  Unfortunately  it  hasn't  worked  out  that  way. 

Welfare  costs  have  been  rising  steadily,  in  good  times  and  in  bad.  Lately  they 
have  been  soaring.  A  prime  example  is  the  newest  of  the  major  programs — 
medicaid.  When  it  was  started  nobody  in  Illinois  realized  that  seven  years  later 
it  would  be  taking  40  per  cent  of  the  state  welfare  budget.  But  now  it  does. 
During  calendar  years  1970  and  1971  over  360,000  additional  people  claimed 
welfare  benefits  in  Illinois,  an  increase  of  62%. 

As  a  result,  Illinois  faces  a  deficit  in  state  funds  of  more  than  $100  million  by 
this  June  30,  if  federal  help  is  not  forthcoming.  Many  other  states  have  worse 
problems  than  Illinois. 

The  United  States  Department  of  Health,  Education,  and  Welfare  reports  that 
20  states  have  tried  to  meet  their  welfare  fund  crises  by  reducing  benefits  in  the 
program  of  Aid  to  Dependent  Children  (AFDC).  In  Illinois  we  have  maintained 
the  level  of  AFDC  benefits,  as  well  as  those  for  the  blind,  the  aged,  and  the  dis- 
abled. Our  attempts  to  make  savings  in  the  local  general  assistance  and  medicaid 
programs  have  been  blocked  in  the  courts. 

Other  states  have  met  similar  legal  blockades  when  they  have  tried  to  cut 
costs.  Some  cases  have  dealt  with  the  basic  rights  of  welfare  recipients.  Others 
involve  the  interpretation  of  federal  guidelines.  The  well-intentioned  federal- 
state  programs  have  become  administrative  nightmares  for  state  officials.  Even 
the  most  able  find  themselves  immobilized  by  federal  rules  that  are  impossible 
to  administer  and  by  legal  entanglements  resulting  from  the  proliferation  of 
federal  requirements. 

We  have  not  been  shirking  our  duties  in  the  hope  of  being  rescued  by  the 
federal  government.  We  have  tried  to  cut  welfare  costs.  We  have  been  taxing 
ourselves  heavily  in  an  effort  to  help  ourselves.  Tax  collections  per  person  by  the 
state  governments  increased  67  per  cent  from  1966  to  1971.  Tax  collections  by  the 
local  governments  rose  50  per  cent. 

The  State  of  Illinois  in  1969  adopted  an  income  tax  which  is  yielding  about  a 
billion  dollars  a  year.  In  1969  the  cost  of  welfare  was  about  $500  million.  Next 
year  the  cost  of  welfare  may  exceed  1%  billion  dollars  if  present  trends  continue 
unchecked.  We  cannot  continue  to  survive  as  an  effective  state  government  if 
this  continues. 

The  Percy  Amendment,  by  protecting  state  and  local  governments  against 
further  worsening  of  welfare  costs,  would  provide  time  for  the  experimentation 
called  for  by  Senator  Ribicoff  of  Connecticut  before  massive  funds  are  committed 
to  untested  welfare  reforms. 

Senator  Percy  and  other  leaders  who  have  endorsed  the  concept  of  his  amend- 
ment, such  as  Chairman  Long  of  the  Senate  Finance  Committee,  Chairman  Mills 
of  the  House  Ways  and  Means  Committee,  Senator  Ribicoff,  and  the  President, 
deserve  commendation  for  coming  together  on  this  issue  without  regard  to  pride 
of  authorship  or  partisan  advantage. 

T  would  appreciate  having  these  views  considered  and  included  in  the  record 
of  your  hearings  on  H.R.  1. 
Sincerely, 

Richard  B.  Ogilvie. 

Governor. 
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The  Chairman,  In  view  of  the  fact  that  our  Republican  members 
will  have  to  depart  now,  I  will  suggest  we  stand  in  recess  until  2 :30 
this  afternoon.  I  would  like  to  have  both  the  Republican  and  Demo- 
cratic members  present. 

(Whereupon,  at  12:15  p.m.,  the  hearing  was  adjourned,  to  recon- 
vene at  2 :30  p.m.  this  date.) 

AFTERNOON  SESSION 

The  Chairman.  Next  we  are  pleased  to  hear  from  the  Governor  of 
Texas,  the  Honorable  Preston  Smith. 

Governor,  we  are  very  happy  to  have  you  here.  Louisiana  is  a 
neighboring  State  of  the  State  of  Texas. 

Governor  Smith.  Thank  you,  Senator. 

The  Chairman.  Sometimes  I  am  the  only  Senator  Texas  has  on  this 
Finance  Committee.  Louisiana  has  always  had  a  way  of  going  to 
the  aid  of  Texas  when  they  needed  some  help  and  we  sort  of  expect 
reciprocity  from  time  to  time. 

STATEMENT  OF  HON.  PRESTON  SMITH,  GOVERNOR  OF  THE  STATE 
OF  TEXAS,  ACCOMPANIED  BY  RAYMOND  VOWELL,  COMMIS- 
SIONER OF  PUBLIC  WELFARE,  AND  ED  POWERS 

Governor  Smith.  Thank  you  very  much,  Senator,  and  members  of  the 
Senate  Finance  Committee.  Let  me  express  to  you  my  gratitude  for  the 
opportunity  to  appear  before  you  and  present  my  views  on  welfare  re- 
form ;  and  I  will  say  this  to  you,  Senator  Long,  that  I  was  privileged  to 
hear  your  views  as  they  were  expressed  at  the  National  Governors 
Conference  in  Puerto  Rico. 

You  gave  many  examples  that  I  think  are  extremely  interesting 
and  some  I  heard  again  this  morning  in  connection  with  some  of  the 
welfare  abuses. 

The  problems  of  welfare  and  their  solutions  have  been  some  of  the 
most  serious  that  I  have  faced  in  the  2  years  that  I  have  served  the 
people  of  Texas  as  Governor.  State  welfare  costs  in  Texas  have  in- 
creased from  $55  million  annually  in  1960  to  $260  million  annually  in 
1972,  and  I  am  sure  that  these  costs  are  no  different  from  those  experi- 
enced by  many  other  States.  These  costs  in  Texas  have  nearly  doubled 
every  2  years  and  such  expansion  not  only  presents  fiscal  problems 
to  a  State  but  also  problems  of  another  nature. 

No  State  government  in  the  Nation  can  plan  intelligently  for  the 
future  under  such  a  burden  of  uncertainty  as  has  characterized  the 
welfare  program  and  possible  welfare  legislation  for  the  past  2  years. 

It  is  imperative,  in  my  opinion,  that  positive  action  be  taken  on 
meaningful  welfare  reform  by  this  Congress. 

Slightly  over  a  year  ago  I  came  to  Washington  with  other  Gov- 
ernors and  had  the  privilege  to  meet  with  President  Nixon.  At  that 
time  the  President  was  advised  that  Federal  assumption  of  the  wel- 
fare program  offers  the  only  realistic  road  out  of  the  welfare  jungle 
in  which  we  were ;  and  I  am  even  more  convinced  today  of  the  validity 
of  a  Federal  takeover  of  the  welfare  program. 

In  my  opinion,  we  now  need  a  new  definition  of  responsibility  between 
the  States  and  the  Federal  Government,  with  the  Federal  Govern- 
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ment  assuming  complete  and  immediate  responsibility  for  the  opera- 
tion and  funding  of  the  four  public  assistance  categories,  instituting 
a  fiscal  hold-harmless  policy  for  medical  assistance  costs,  a  gradual 
elimination  of  all  State  medical  assistance  costs,  and  with  the  States 
assuming  primary  responsibility  for  providing  direct  social  services  to 
its  citizens. 

H.R,  1,  as  it  passed  the  House  of  Representatives,  is  a  step  toward 
welfare  reform ;  however,  there  are  a  number  of  provisions  m  H.R.  1 
which  were  not  fully  understood  at  the  time  of  its  passage  and  which 
after  careful  scrutiny  appear  to  make  meaningful  welfare  reform  and 
even  more  difficult  to  achieve. 

I  will  now  discuss  specific  changes  in  H.R.  1  which  I  believe  will 
make  it  a  better  welfare  reform  bill  for  the  entire  Nation. 

First,  it  seems  essential  to  me  that  we  improve  the  living  condi- 
tions of  our  elderly  citizens. 

It  is  my  recommendation  that  the  proposed  social  security  benefit 
increase  in  H.R.  1  be  raised  from  5  to  10  percent.  This  will  result  not 
only  in  a  better  life  for  our  senior  citizens  but  also  will  have  the 
effect  of  decreasing  the  old  age  assistance  rolls  by  a  significant  number. 
In  Texas  we  estimate  such  an  increase  would  decrease  the  old  age 
assistance  rolls  by  14  percent. 

In  other  provisions  related  to  our  senior  citizens,  I  would  strongly 
support  the  increase  in  widows'  benefits  to  100  percent  and  would  also 
recommend  that  the  amount  of  earnings  of  a  retired  social  security 
recipient  may  be  increased  from  $1,680  to  $3,000.  The  stimulus  and 
motivation  to  work  should  not  be  snuffed  out  simply  because  a  person 
reaches  a  certain  age. 

It  also  seems  to  be  inconsistent  with  the  philosophy  of  H.R.  1  and 
with  the  concept  of  aiding  our  senior  citizens  to  increase  the  medicare 
part  B  deductible  from  $50  to  $60.  I  would  recommend  that  rather 
than  increase  the  deductible,  serious  consideration  be  given  to  reduc- 
ing it. 

It  is  my  hope  that  the  Finance  Committee  will  also  give  considera- 
tion to  the  new  provision  in  H.R.  1  extending  medicare  benefits  to  the 
disabled,  but  with  a  change  in  the  waiting  period  from  2  years  to  6 
months  to  make  the  eligibility  the  same  as  for  cash  benefits.  Certainly 
this  Nation  should  not  hesitate  to  provide  help  for  people  who  are 
truly  in  need. 

The  establishment  in  H.R.  1  of  a  totally  Federal  program  for  the 
aged,  blind,  and  disabled  is  one  of  the  most  far  reaching  and  desirable 
features  of  the  bill.  This  provision  has  my  support  and  I  look  forward 
hopefully  to  it  being  enacted  into  law. 

It  is  also  my  feeling  that  the  Social  Security  Adiminstration  can 
competently  and  effectively  handle  this  new  program. 

The  most  controversial  portion  of  H.R,  1  deals  with  programs  for 
families.  It  is  in  the  family  area  that  our  greatest  increases  in  rolls 
and  costs  are  occurring. 

It  is  also  in  this  area  that  our  greatest  opportunities  for  real  wel- 
fare reform  exist. 

I  strongly  support  the  complete  takeover  of  the  family  program 
by  the  Federal  Government  and  the  basic  welfare  payment  of  $2,400 
to  a  family  of  four  for  those  families  presently  in  the  welfare  program. 
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I  would  also  recommend  that  provisions  be  included  for  optional 
State  supplementation  at  the  current  Federal  matching  formula.  Such 
a  system  will  most  effectively  meet  the  diverse  needs  and  problems  of 
the  States  in  this  area. 

It  is  my  belief  that  the  inclusion  of  the  working  poor  under  welfare 
is  too  massive  a  step  to  take  all  at  once.  I  would  recommend  instead 
that  provisions  be  added  to  H.E.  1  calling  for  the  inclusion  of  the 
working  poor  in  certain  experimental  States  for  the  next  3  years.  Dur- 
ing these  3  years  there  would  also  be  experimentation  and  testing  of 
different  approaches  concerning  the  working  poor  and  the  methods  by 
which  they  are  trained  and  employed.  At  the  end  of  the  3  years  cover- 
age of  the  working  poor  would  be  expanded  to  include  the  entire  Na- 
tion unless  Congress  took  different  action. 

Such  an  approach  would  allow  all  of  us  to  evaluate  and  more  fully 
understand  the  tremendous  impact  that  inclusion  of  the  working  poor 
may  have  on  the  development  and  economy  of  the  States. 

It  seems  essential  to  me  that  strong  work  requirements  be  included 
in  any  successful  welfare  reform  measure.  The  recent  amendment  to 
the  work  incentive  program  by  Senator  Talmadge  may  have  taken 
care  of  this  matter;  however,  it  is  important  that  we  realize  that  in 
many  cases  jobs  are  simply  not  available  and  that  for  these  jobless 
people  the  Government  must  become  the  employer  of  last  resort. 

The  public  service  job  program  contained  in  H.K.  1  is  a  step  in  the 
right  direction  but  contains  neither  adequate  funding  nor  number  of 
jobs  to  meet  the  employment  goals  of  this  bill.  I  would  support  either 
the  provisions  recommended  by  Senator  Ribicoff  in  this  area  or  the 
provisions  of  the  1970  Senate  bill. 

It  will  also  be  necessary  that  adequate  child-care  provisions  be  in- 
cluded if  these  work  requirements  are  to  succeed.  It  is  my  hope  that  the 
committee  would  carefully  examine  this  area  and  also  determine  if  the 
appropriation  authorization  contained  in  H.R.  1  is  adequate  to  meet 
the  employment  goals  of  the  bill.  I  would  also  hope  that  the  commit- 
tee would  consider  the  quality  aspects  of  child  development  as  well  as 
just  the  babysitting  functions  of  child  care. 

The  H.R.  1  changes  in  the  social  service  area  would  not  be  as  effec- 
tive as  the  present  program  and  for  this  reason  I  would  recommend 
section  512  of  Senator  Ribicoff's  amendment  which,  in  effect,  con- 
tinues the  present  program  of  social  services. 

I  mentioned  earlier  the  great  increase  in  welfare  costs  that  we  have 
experienced  in  Texas,  a  doubling  nearly  every  2  years  for  the  last 
decade.  In  some  other  States  the  increase  has  been  even  greater  and 
placed  burdens  on  their  tax  resources  of  an  unbearable  nature. 

It  is  essential  that  some  type  of  immediate  fiscal  relief  be  granted 
the  States.  I  would  recommend  inclusion  of  a  fiscal  hold-harmless 
amendment  and  a  provision  similar  to  Senator  Ribicoff's  providing 
a  gradual  reduction  in  remaining  State  welfare  costs. 

Financially  for  the  States,  the  provisions  in  H.R.  1  relating  to  medi- 
care and  medicaid  are  the  most  far  reaching. 

Many  people  do  not  realize  that  although  public  assistance  costs 
are  causing  serious  fiscal  problems,  it  is  actaully  medical  assistance 
costs  within  the  welfare  program  that  are  the  unbearable  burden  for 
the  States.  H.R.  1  contains  the  same  fail  lire. 
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While  much  ado  is  made  about  saving  the  State's  money  through 
federalizing  the  income  maintenance  parts  of  the  welfare  program, 
nothing  is  done  about  increasing  medical  costs. 

In  1970,  just  2  years  ago,  Texas  Avas  spending  $57  million  on  medi- 
cal assistance;  now,  in  1972,  medical  assistance  costs  have  increased 
to  over  $100  milion,  an  increase  of  nearly  100  percent  in  just  2  years. 
Presently,  there  is  little  to  indicate  any  change  in  the  rate  of  increase 
in  medical  costs. 

H.E.  1,  instead  of  saving  the  States  money,  will  multiply  the  medi- 
cal assistance  costs  which  a  State  must  pay. 

Section  209  of  H.R.  1  clearly  says  that  States  are  not  required  to 
provide  medical  assistance  for  new  recipients  made  eligible  for  wel- 
fare assistance  because  of  the  provisions  of  H.R.  1.  Certainly,  this  was 
the  intent  of  the  House  Ways  and  Means  Committee  because  the  fiscal 
burden  of  providing  medical  assistance  to  the  new  recipients  would 
quickly  wipe  out  any  savings  to  the  State  generated  because  of  the 
Federal  takeover  of  the  income  maintenance  functions. 

However,  most  observers  agree  it  will  be  very  difficult,  politically 
and  socially,  not  to  provide  medical  assistance  for  the  new  recipients. 

If  Texas  were  to  provide  medical  assistance  to  the  new  recipients 
projected  in  H.R.  1,  the  additional  new  State  costs  for  the  first 
year  would  be  $170  million.  However,  if  a  State  exercises  its  option 
and  does  not  provide  medical  assistance  to  the  new  recipients,  it  must 
include  as  medically  needy  all  these  new  recipients  when  their  medi- 
cal expenditures  reduce  their  income  below  the  State  eligibility  level. 

The  potential  costs  of  this  provision  in  the  bill  are  tremendous. 

Section  209,  which  is  extremely  difficult  to  understand,  must  be 
totally  changed  if  the  States  are  to  be  able  to  operate  the  program 
within  their  financial  ability. 

There  are  several  other  provisions  under  section  207  which  will  also 
add  to  the  States'  medical  assistance  costs  and  seem  unreasonably  arbi- 
trary. I  would  recommend  that  the  allowable  length  of  hospitalization 
and  Federal  medicaid  matching  be  changed  only  if  a  State's  utilization 
review  program  is  not  adequate. 

The  total  fiscal  impact  of  the  H.R.  1  medicare  and  medicaid  provision 
is  overwhelming.  If  these  new  costs  were  added  to  the  already  difficult 
burden  of  medical  costs,  our  fiscal  crises  of  the  past  would  seem  small 
in  comparison  to  this  new  burden. 

For  these  reasons  I  am  strongly  recommending  a  fiscal  hold-harmless 
amendment  for  new  State  medical  costs  attributable  to  H.R.  1  with  a 
provision  for  the  gradual  elimination  of  all  State  medical  assistance 
costs. 

I  plan  to  contact  my  fellow  Governors  and  urge  their  support  of  this 
amendment.  This  provision  could  well  become  the  most  important  reve- 
nue-sharing measure  considered  by  this  session  of  Congress.  It  is  my 
hope  that  you  will  give  it  your  full  consideration. 

I  am  also  encouraged  by  Senator  Long's  statement  in  his  opening 
remarks  last  Thursday  that  the  Federal  Government  must  make  a  more 
comprehensive  effort  on  medical  insurance  coverage  in  order  to  relieve 
the  States  of  the  large  and  growing  cost  of  medicaid. 

I  mentioned  earlier  the  need  for  a  new  definition  of  responsibility 
between  the  States  and  the  Federal  Government.  It  is  important  that 
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the  States  be  allowed  to  provide  human  services  to  its  citizens.  For  this 
reason,  I  would  recommend  an  amendment  which  would  allow  the 
States  to  submit  a  plan  for  a  comprehensive  employability  development 
plan  combining  manpower  services,  training,  employment,  child  care, 
and  other  supportive  and  rehabilitative  services.  Such  an  amendment 
would  provide  for  a  primary  State  roll  in  the  provision  of  these 
services.  This  is  similar  to  an  amendment  suggested  by  the  National 
Governors  Conference. 

It  is  also  important  that  present  State  welfare  employees  be  con- 
sidered. I  would  recommend  an  amendment  providing  for  priority 
to  be  given  present  State  welfare  employees  for  Federal  employment 
in  new  Federal  welfare  programs  and  full  protection  of  retirement 
benefits. 

H.R.  1  or  its  successor  is  one  of  the  most  massive  and  far-reaching 
bills  this  Nation  has  seen  in  some  time.  The  problems  in  its  implementa- 
tion and  administration  are  going  to  be  challenging. 

I  would  recommend  that  an  amendment  be  added  which  will  allow 
the  Secretaries  of  HEW  and  Labor  to  implement  H.R.  1  beginning  this 
next  fiscal  year  in  a  small  number  of  States  in  order  to  test  administra- 
tion of  the  new  programs.  Such  an  approach  seems  essential  to  me  for 
such  a  complex  and  massive  measure. 

I  am  offering  Texas  as  one  of  the  experimental  States  and  will  be 
willing  to  establish  a  task  force  which  I  will  personally  head  to  assist 
in  this  experiment.  We  will  also  welcome  personnel  from  other  States 
to  work  with  us.  It  is  my  hope  that  you  will  give  this  recommendation 
your  most  serious  consideration. 

Certainly  I  want  to  thank  you  for  the  opportunity  of  testifying 
before  you. 

Now,  I  and  my  staff  members,  Raymond  Vowell  is  here.  He  is  the 
commissioner  of  public  welfare  in  Texas,  and  Ed  Powers.  And  I  have 
Jim  Oliver  with  us  and  we  will  attempt  to  answer  any  questions  that 
any  of  you  might  have,  Senator. 

The  Chairman.  Well,  Governor,  for  some  time — was  thinking  of 
offering  an  amendment  to  try  to  protect,  at  least  offer  a  right  of  first 
refusal,  you  might  say,  to  State  employees  in  the  new  Federal  pro- 
gram. But  the  more  I  think  of  it  the  more  I  believe  it  will  be  better 
to  follow  the  type  of  approach  we  have  in  the  unemployment  insurance 
program  where  the  Federal  Government  assumes  the  responsibility 
for  raising  the  money  but  the  State  administrators  continue  to  do  the 
job,  being  appointed  by  the  Governor  but  being  subject  to  regulations 
that  the  overall  program  requires. 

For  example,  in  my  State,  HEW  is  talking  about  setting  up  100 
new  offices  and  they  tell  us  it  will  take  18  months  for  these  family 
assistance  people  to  get  their  first  checks.  How  many  interviews  are 
they  talking  about— 18  months— 80,000  Federal  employees— how  many 
interviews — probably  to  pay  benefits  to  26  million  people  ?  I  suppose 
that  would  be  30  million  interviews. 

In  a  great  number  of  cases  the  file  is  there ;  the  information  is  there ; 
the  people  are  there;  the  caseworkers  are  there  and  know  the  cases 
that  they  are  working  on  and  about  all  you  really  have  to  do  is  to  take 
the  information  that  you  have  and  apply  it  to  the  new  standards. 

For  example,  I  thiiik  we  will  do  at  least  what  the  House  did  in  the 
aged,  for  example,  in  providing  $130  as  the  basic  level  of  assistance 
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for  the  aged.  We  will  give  you  some  relief  from  your  budget  in  doing 
it ;  maybe  we  will  pay  the  costs  but  we  will  do  the  best  we  can  afford 
so  far  as  finding  the  money  to  pay  for  all  of  this. 

Now,  what  would  be  wrong  with  just  providing  that  the  Federal 
Government  will  pay  for  these  benefits  but  that  the  State  would 
administer  it  ? 

Governor  Smith.  I  would  see  nothing  wrong  with  it. 

Eaymond,  you  are  the  director  of  public  welfare  in  Texas.  I  think 
you  are  talking  about  the  same  method  which  our  Texas  Employment 
Commission  is  using ;  that  is,  the  unemployment. 

The  Chairman.  When  this  type  thing  was  proposed  for  unemploy- 
ment insurance  there  was  an  enormous  opposition  to  it  but  since  that 
time  we  have  had  experience  as  to  how  it  could  work  out  with  the 
States  administering  the  program  and  you  couldn't  take  it  away  from 
the  States  if  you  tried  to  now.  In  fact,  efforts  have  been  made  un- 
successfully to  take  it  away. 

If  something  is  wrong  with  the  program,  you  can  at  least  talk  to 
the  Governors  about  it  and  hold  them  accountable.  If  you  have  to  go 
all  the  way  to  Washington  to  talk  about  the  fact  that  they  did  not 
properly  adjudge  your  case  and  you  weren't  treated  fairly,  it  is  much 
more  difficult  to  obtain  satisfaction  or  a  response  to  what  you  think 
is  a  meritorious  plea  than  it  is  if  you  can  go  to  the  statehouse  or  even 
to  the  seat  of  county  government. 

What  is  your  reaction  to  that  ? 

Mr.  Vowell.  I  am  Raymond  Vowell. 

This  approach  would  be  entirely  satisfactory  as  far  as  I  am  con- 
cerned and  I  think  as  far  as  many  other  commissioners  over  the  coun- 
try would  be  concerned. 

The  Chairman.  Well,  we  will  have  a  chance;  they  will  be  able  to 
speak  for  themselves  later  on,  but  I  am  frank  to  tell  you  that  I  have 
thought  about  it  for  some  time.  I  became  convinced  that  that  would 
be  a  better  approach  and  I  know  Louisiana's  representatives  have 
submitted  that  to  other  commissioners  and  my  impression  is  insofar 
as  it  has  been  suggested  that  it  has  just  met  with  an  overwhelmingly 
favorable  response;  I  wouldn't  say  unanimous.  Some  are  wedded  to 
what  they  have  already  recommended  but  there  has  been  tremendous 
acceptance  and  it  seems  to  me  as  though  that  is  a  better  approach. 

Put  this  enormous  program  into  effect  and  appoint  a  man  who  could 
hardly  hope  to  know  where  all  of  the  offset  are,  by  the  time  he  com- 
pletes a  4-year  term,  and  if  you  are  lucky,  8  years — it  is  just  too  in- 
superable a  job  for  one  person  to  keep  complete  account  of.  The  pro- 
fessionals in  touch  with  it  will  be  those  hopefully  at  the  State  level, 
professionals  who  stay  with  it  such  as  yourself  who  work  with  a  pro- 
gram like  this  day  in  and  day  out  and  know  what  the  old  regulation 
was  and  know  what  the  new  regulation  is. 

Now,  couldn't  you  process  an  application  for  an  aged  person  to  re- 
ceive $130,  for  example,  a  lot  faster  by  just  taking  out  the  old  file  and 
if  there  is  any  new  information  requested,  to  know  that  you  have  to 
ask  about  two  simple  additional  questions  rather  than  have  to  process 
the  whole  thing  all  over  again  ? 

Mr.  Vowell.  Right.  Certainly  we  have  the  files  on  all  of  them  regu- 
larly available. 
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The  Chairman.  It  seems  to  me  as  though  we  would  get  there  quicker 
that  way. 

Now,  I  want  to  assure  you  that  I  am  going  to  propose  to  the  com- 
mittee that,  within  the  limits  of  the  money  we  can  raise,  and  we  are 
the  taxing  committee  here,  we  give  you  additional  help  to  relieve  some 
of  this  burden  that  medicaid  has  involved  and  insofar  as  we  provide 
additional  payments  that  we  will  find  the  money  to  pay  for  the  costs 
of  it.  I  realize  what  that  is  doing  to  your  State  budgets :  it  is  doing  it 
all  over  the  whole  country  and  we  will  certainly  try  to  see  that  you 
receive  the  help  that  you  mention  in  there. 

Senator  Curtis.  Governor,  in  the  past  years  has  there  been  an  at- 
tempt in  Texas  to  reduce  the  costs,  lessen  the  rolls,  eliminate  abuses, 
and  the  like  ? 

Governor  Smith.  Yes.  As  a  matter  of  fact,  we  have  a  program 
exactly  like  that  going  on  at  the  present  time. 

Senator  Curtis.  Are  you  aided  or  hindered  by  the  Federal  Govern- 
ment in  those  efforts  ? 

Governor  Smith.  I  think  we  have  been  hindered  to  a  great  extent 
by  some  of  the  decisions  that  have  been  made  that  have  destroyed  the 
guidelines. 

Senator  Curtis.  Yes  ? 

Governor  Smith.  Your  residence  requirements. 
Senator  Curtis.  The  residents  of  Texas  are  also  taxpayers  of  the 
United  States,  are  they  not  \ 
Governor  Smith.  Right. 

Senator  Curtis.  Xow  I  can  understand  why  a  governor  is  extremely 
anxious  to  take  something  out  of  his  budget  and  put  it  in  somebody 
else's,  but  what  makes  you  herald  this  program  as  welfare  reform  if 
you  turn  it  completely  over  to  the  partner  who  has  hindered  any  im- 
provement in  its  administration  in  the  past  ? 

Governor  Smith.  TVell,  the  problems,  I  think,  largely  that  we  have 
had  have  been  some  of  the  Federal  court  decisions,  Senator. 

Senator  Curtis.  Yes.  Xow,  by  turning  it  all  over  to  the  Federal 
Government,  what  makes  you  think  that  that  is  welfare  reform  ? 

Governor  Smith.  I  just  believe  that  you  should  not  have  divided 
responsibility  in  a  case  like  that. 

Senator  Curtis.  That  is  true. 

Governor  Smith.  And  it  is  my  feeling  that  the  States  could  do  a  lot 
better  job  than  is  being  done  if  they  had  it  all  to  themselves  but  I  don't 
think  you  are  ever  going  to  have  it  all  to  yourselves  as  a  State,  as  long 
as  you  have  Federal  courts  that  are  going  to  determine  so  many 
different  factors. 

Senator  Curtis.  Xow,  if  you,  as  Governor  of  Texas,  instituted  a 
plan  that  doubled  the  number  of  people  eligible  for  welfare,  would 
the  citizens  of  Texas  regard  that  as  welfare  reform  ? 

Governor  Smith.  You  know,  I  don't  believe  that  they  would.  T 
think,  generally  speaking,  that  the  ordinary  person  looks"  at  welfare 
as  something  sort  of  evil,  something  sort  of  bad,  and  I  heard  the 
discussion  this  morning  with  Governor  Ogilvie.  Senator  Ribicoff.  I 
believe,  was  talking  with  him  about  it.  Sometimes,  you  know.  5  per- 
cent can  discolor  an  entire  picture. 
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Senator  Curtis.  Now,  if  we  passed  this  bill  it  doubles  the  welfare 
rolls,  if  we  pass  it  as  the  House  passed  it. 

Governor  Smith.  I  believe  we  pointed  out,  didn't  we — we  had  some 
problems  with  this  bill — H.R.  1. 1  don't  believe  that  we  completely  en- 
dorsed it,  Senator. 

Senator  Curtis.  Now,  you  recommend  a  number  of  things  that  are  not 
in  H.R.  1.  What  would  be  the  Federal  cost  of  those  ? 

Governor  Smith.  Well,  of  course,  I  am  not  familiar  with  the  costs 
involved.  We  would  have  to  be — that  would  have  to  be  determined, 
from  some  of  the  information  we  would  have  to  have,  Senator. 

Senator  Curtis.  You  recommend  that  the  amount  of  the  social  se- 
curity payment  be  doubled  ? 

Senator  Bennett.  The  amount  of  the  increase. 

Senator  Curtis.  Out  of  the  House  bill,  that  is,  the  amount  of 
the  increase  ? 

Governor  Smith.  Right. 

Senator  Curtis.  And  you  gave  as  the  reason  that  that  would  take 
certain  people  off  old  age  assistance  ? 

Governor  Smith.  That  14  percent  we  estimate  in  Texas. 

Senator  Curtis.  How  many  of  your  social  security  beneficiaries  in 
Texas  are  drawing  old  age  assistance  ? 

Mr.  Powers.  Nearly  half  of  our  welfare  recipients  receive  some  type 
of  social  security  benefits.  That  would  be  nearly  100,000  people. 

Senator  Curtis.  No  ;  that  was  not  my  question. 

Mr.  Powers.  I  am  sorry. 

Senator  Curtis.  How  many  of  your  social  security  beneficiaries  are 
receiving  welfare — are  receiving  old  age  assistance — what  percent  of 
them? 

Mr.  Powers.  I  believe  it  would  be  roughly  one-fifth,  but  we  will  have 
to  get  the  specific  answer. 

Governor  Smith.  Do  you  have  the  specific  information  ? 
Mr.  Powers.  I  will  get  it. 

Senator  Curtis.  In  order  to  get  14  percent  of  one-fifth  off  the  old  age 
assistance  rolls,  it  is  suggested  here  we  double  the  increase  in  social 
security  for  the  other  four-fifths. 

Mr.  Powell.  I  think,  if  I  might  comment,  Senator,  there  are  prob- 
ably 110,000  or  120,000  old  age  who  are  drawing  social  security  bene- 
fits and  old  age  assistance.  These  people  largely  were  phased  in.  They 
moved  into  the  program  late  in  life.  We  have  a  rural  State  and  57  per- 
cent of  our  old  age  recipients  are  over  75  years  of  age.  They  were  not 
greatly  involved  until  late  in  life  and  their  pay  is  small  but  that  would 
reduce,  I  think,  that  number. 

Senator  Curtis.  I  understand.  But  the  testimony  here  is  that  four- 
fifths  of  your  social  security  beneficiaries  are  not  old  age  assistance 
beneficiaries  and  the  Governor  has  recommended  doubling  the  House 
increase  on  their  benefits.  I  don't  know  exactly  what  it  would  cost.  It 
would  cost  qui*" e  a  little  money. 

What  would  your  proposal — that  we  raise  the  work  limit  to  $3,000 — 
what  would  that  cost  ? 

Mr.  Powers.  If  I  could  try  to  answer  that,  sir,  we  didn't  attempt  to 
project  costs  for  every  State  in  the  Nation  but  we  would  be  glad  to 
work  with  the  Senate  Finance  Committee  staff  in  working  out  the 
financial  cost  projections  on  any  of  these  provisions. 
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Senator  Curtis.  Well,  I  am  just  interested  in  knowing  whether  you 
paid  any  attention  to  these  costs  before  you  recommended  them.  We 
can  get  the  costs  run  down  here,  so  far  as  mathematics  are  concerned. 

If  this  committee  followed  the  recommendations  that  you  have 
made  m  reference  to  medicaid,  what  would  the  increased  costs  to  the 
Federal  Government  be  ? 

Mr.  Powers.  Here  again,  we  have  not  projected  costs  for  the  entire 
Federal  Government  but  the  cost  would  be  enormous;  there  is  no 
doubt  about  that. 

Senator  Curtis.  Enormous? 

Mr.  Powers.  Eight. 

Senator  Curtis.  And  the  same  would  be  true  about  medicare  and 
the  costs  of  the  overall  package  would  be  higher  than  H.K.  1,  particu- 
larly after  the  trial  period  is  over  ? 

Mr.  Powers.  If  the  (rial  period  ended  up  with  the  inclusion  of  all 
the  working  poor,  but  that  is  not  the  automatic  outcome  of  the  Gov- 
ernor's recommendation. 

Senator  Curtis.  It  is  automatic  unless  it  is  rejected  ? 

Mr.  Powers.  Right. 

Senator  Curtis.  Now,  if  you  got  your  package  that  you  recommend 
here,  including  the  requests  that  Texas  be  included  in  the  trial  run  of 
benefits  to  the  working  poor,  how  much  would  it  relieve  the  budget  of 
Texas  ? 

Governor  Smith.  It  is  estimated  $100  million  the  first  year,  Senator. 
Senator  Curtis.  But  the  load  on  the  Federal  Government  would  be 
terrific  ? 

Governor  Smith.  No  question  about  that. 

Senator  Curtis.  If  we  move  into  these  programs  and  double  the  rolls 
and  start  paying  welfare  benefits  of  any  size  to  millions  of  people  who 
are  not  on  the  rolls  now,  no  one  can  call  that  welfare  reform,  that  is 
welfare  expansion. 

Now,  I  do  not  blame  the  Governors  and  the  members  of  State  legis- 
latures for  feeling  the  budgetary  pinch  but  the  Federal  Government 
is  not  without  its  problems  financially  and  there  is  all  manner  of  in- 
dication here  that  the  people  don't  want  to  go  on  with  these  burdens. 
We  will  get  requests  that  this  group  be  excused  from  their  income 
taxes.  On  the  floor  last  time  we  had  an  amendment  to  exclude  a  group 
by  occupation.  It  has  been  proposed  in  this  room  that  we  excuse  from 
income  taxes  more  individuals  of  lower  income. 

I  can  understand  your  problem  but  I  think  that  instead  of  calling 
it  welfare  reform  when  you  are  more  than  going  to  double  the  bur- 
den on  the  Federal  Government,  it  should  be  called  a  request  for  re- 
lief to  the  States  and  certainly  should  not  have  high  officials  sending 
the  word  out  to  the  public  this  is  welfare  reform.  It  is  welfare  ex- 
pansion, tremendous  expansion. 

The  staff  have  handed  to  me  a  memo  that  the  $3,000  work  test  would 
cost  between  $1.5  and  $2  billion.  Is  that  in  addition  over  the  figure  that 
is  in  the  House  bill  ?  That  is  annual  ?  That  is  all,  Mr.  Chairman. 

Governor  Smith.  Senator,  let  me  say  this,  there  is  a  lot  said  about 
revenue  sharing  and  this  to  us  would  be  the  best  revenue-sharing 
proposal  we  could  have. 

Senator  Curtis.  But  in  order  to  get  some  revenue  sharing  I  don't 
think  you  should  come  in  here  and  recommend  that  Federal  expenses 
be  more  than  doubled  in  activity. 
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Governor  Smith.  Well,  if  there  is  revenue  sharing,  Senator,  it  is 
coming  from  somewhere  and  we  would  just  as  soon,  in  our  case,  that 
the  Federal  Government  assume,  if  we  are  going  to  have  revenue 
sharing,  some  of  these  programs  like  this  because  we  don't  believe 
you  are  ever  going  to  give  us  the  cash. 

Senator  Ctjrtis.  If  there  is  going  to  be  revenue  sharing  and  the 
States  are  to  ask  us  to  take  over  certain  of  their  burdens,  I  don't  know 
what  right  the  State  has  to  advocate  that  we  increase  that  burden 
after  we  take  it  over. 

Governor  Smith.  Well,  I  suppose  it  would  be  your  decision  to  make. 

Senator  Curtis.  That  is  what  H.R.  1  would  do ;  it  would  more  than 
double  the  number  of  recipients. 

Governor  Smith.  That's  right. 

Senator  Curtis.  I  think  that  the  Governors  who  have  appeared  here, 
not  all  of  them,  I  guess,  but  some  of  them  have  asked  that  they  be  re- 
lieved of  their  burden  but  in  order  to  give  this  legislation  a  boost 
that  would  do  that  they  recommend  that  which  would  increase  the 
costs  for  the  Federal  Government  so  much  

Governor  Smith.  Senator,  Isn't  H.R.  1  a  recommendation  by  the 
administration  ? 

Senator  Curtis.  Yes,  sir ;  and  I  think  it  is  terrible. 

Governor  Smith.  I  don't  think  the  States  recommended  it ;  did  they  ? 

Senator  Curtis.  No. 

Governor  Smith.  I  think  

Senator  Curtis.  I  think  the  administration  is  around  drumming  up 
some  support  from  the  States  because  they  don't  have  enough  on  this 
committee. 

Governor  Smith.  I  believe  

Senator  Curtis.  Because  we  have  studied  it  and  we  have  the 
responsibility  

Governor  Smith.  I  believe  the  President  has  

Senator  Curtis  (continuing).  Of  raising  the  money  to  pay  for  it. 

Governor  Smith.  Didn't  the  President  call  this  welfare  reform? 

Senator  Curtis.  Yes;  I  think  he  was  mistaken.  He  is  a  busy  man 
and  I  think  that  he  received  poor  advice.  I  think  the  people  who  have 
the  responsibility  of  carrying  that  part  of  the  burden  for  him  are  in 
error  because  I  don't  think  you  could  go  back  home  and  convince  any 
Texans  that  to  double  a  problem  is  reform. 

That  is  all,  Mr.  Chairman. 

The  Chairman.  Senator  Jordan  ?  Senator  Fannin  ? 
Senator  Fannin.  Thank  you,  Mr.  Chairman. 

Governor,  I  know  your  philosophy;  I  have  correspondence  from 
you  and  I  realize  you  do  favor  fiscal  responsibility  and  I  think  you 
are  in  the  same  position  as  many  other  Governors;  and  I  know  my 
Governor  in  Arizona,  Jack  Williams,  talked  to  me  about  the  fact  the 
Federal  Government  is  preempting  the  States  so  far  as  taxes  are  con- 
cerned, the  income  taxes,  and  so  where  do  we  go  % 

Well,  isn't  it  a  fact  that  the  support  for  H.R.  1,  and  I  am  not  saying 
that  you  are  solidly  supporting  it  because  you  are  not — I  realize  from 
your  statement— but  isn't  this  support  one  of  almost  frustration  to 
know  what  to  do  about  the  problem  which  has  been  created  in  your 
State  partly  because  at  the  will  of  the  Federal  Government  or  the 


72-573  O  -  72  -  pt.  2  -  26 


1098 


compulsion  of  the  Federal  Government — isn't  that  one  of  the  great 
problems  the  Governors  face  ? 

Governor  Smith.  That  is  one  of  the  big  problems  we  have  had, 
Senator,  of  course. 

Senator  Fannin.  Well,  don't  you  think  then,  if  we  could  work  on 
a  program,  a  workf are  program — I  note  in  your  statement  here  that 
you  would  elaborate  on  that  in  one  place;  you  would  try  to  have  a 
comprehensive  employability  development  plan,  and  I  certainly  am 
with  you  on  that.  I  think  this  is  the  only  way  in  which  we  are  going 
to  circumvent  all  of  these  other  problems  or  at  least  make  headway  in 
circumventing  them.  I  am  sorry  that  the  Governors  found  it  necessary 
to  plead  for,  if  not  the  complete  plan,  but  for  a  plan  whereby  the 
Federal  Government  would  be  paying  the  money  out  of  the  same  tax- 
payers' pockets  as  would  be  utilized  at  the  State  level,  and  I  would 
just  hope  that  we  could  get  support  from  the  Governors  on  a  real 
workf  are  program,  one  that  has  fiscal  responsibilities  and  still  would 
accomplish  the  objectives. 

We  know  this  is  going  to  be  very  difficult  but  I  am  concerned  that 
because  the  Governors  are  in  an  untenable  position  now  they  have 
followed  the  line  of  least  resistance. 

Don't  you  think  that  you  can  do  a  better  job  at  the  State  level,  just 
looking  at  it  from  the  standpoint  of  what  has  happened  in  administer- 
ing a  welfare  program  ? 

Governor  Smith.  I  don't  think  there  is  any  question  about  it, 
Senator,  if  the  Federal  courts  would  just  quit  destroying  our 
guidelines. 

Senator  Fannin.  And  you  would  favor  that  ?  I  know  my  Governor 
objects  to  what  the  Federal  Government  has  been  doing  recently  in  the 
lawsuits — I  think  you  heard  me  mention  this  morning  and,  of  course, 
as  I  mentioned  earlier  this  morning,  the  unfortunate  position  that  we 
are  in  at  the  Federal  level,  that  we  can  spend  money  we  don't  have  but 
you  can't  do  that  ? 

Governor  Smith.  That's  right. 

Senator  Fannin.  And  I  said  that  this  morning  because  I  feel  this 
is  of  real  significance  because  we  are  going  into  debt  spending  the 
money  we  don't  have;  and  with  the  present  position  of  the  dollar,  I 
feel  we  are  all  worried  about  that.  But  I  would  hope,  Governor,  that 
you  could  give  support  to  a  practical  program  that  is  workable  and 
that  will  last  and  I  think  that  is  what  we  are  all  seeking. 

I  don't  think  that  you  can  do  that  and  support  some  of  the  items 
that  you  have  listed  here  today,  and  I  hope  that  you  would  just  re- 
think this  and  see  if  you  could  not  come  up  with  something  that  you 
could  heartily  recommend. 

Governor  Smith.  All  right.  We  will  surely  do  that.  We  will  surely 
reevaluate  and  take  into  consideration  the  things  that  Senator  Curtis 
and  both  of  you  have  stated. 

Senator  Fannin.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Ribicoff  ? 

Senator  Ribicoff.  In  the  event  I  ask  you  a  question,  Governor  Smith, 
that  you  have  already  answered,  please  don't  feel  the  necessity  of  doing 
it  again.  I  had  to  go  to  the  floor  for  a  few  minutes. 

First,  my  thanks  for  approving  some  of  the  amendments  that  I  have 
for  H.R.  1. 
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How  many  people  are  on  welfare  in  the  State  of  Texas  ? 
Governor  Smith.  You  mean  employed  or  on  the  rolls  ? 
Senator  Ribicoff.  What's  that  ? 
Governor  Smith.  You  mean  recipients  ? 
Senator  Ribicoff.  Recipients ;  yes,  sir. 
Governor  Smith.  About  650,000,  675,000. 
Senator  Ribicoff.  650,000,  675,000? 
Governor  Smith.  Somewhere  around  that ;  yes. 
Senator  Ribicoff.  What  is  the  average  payment  in  Texas  for  a  pay- 
ment to  a  family  of  four  ? 
Governor  Smith.  $116.61. 

Senator  Ribicoff.  $116 — pretty  low  payment.  What  do  you  find 
happens  to  a  family  of  four  at  $116  a  month;  how  do  they  get  by? 
Governor  Smith.  Well,  I  imagine,  Senator,  it  is  pretty  tough. 
Senator  Ribicoff.  Pretty  tough  ? 
Governor  Smith.  Yes,  it  is. 

Senator  Ribicoff.  Do  you  have  many  low-paid  employees  in  Texas, 
people  who  might  be  working  and  doing  the  best  they  can  and  are  not 
on  welfare  and  might  be  earning  $2,000,  $2,400  a  year  ? 

Governor  Smith.  I  would  believe  so. 

Senator  Ribicoff.  There  are  a  lot  of  people  like  that  ? 

Governor  Smith.  I  am  sure  we  do  have. 

Senator  Ribicoff.  Pretty  tough  for  them  to  get  by  ? 

Governor  Smith.  No  question  about  that. 

Senator  Ribicoff.  How  do  you  react  ?  Do  you  think  it  should  be  the 
objective  of  a  nation  to  remove  all  its  people  from  poverty  ? 

Governor  Smith.  Well,  of  course,  that  would  be  a  desirable  end,  but 
sometimes  it  is  not  possible.  I  heard  the  testimony  this  morning  of 
Governor  Ogilvie,  and  he  said  the  taxes  they  had  imposed  the  last  2 
years  or  4  years,  a  great  percentage  of  it  went  for  welfare.  But  in 
Texas,  a  greater  percentage  went  for  education  and  especially  in  the 
field  of  technical  vocational  education  whereby  we  can  train  people. 

Senator  Ribicoff.  Let's  say  it  wasn't  a  question  of  money.  Would  it 
be  possible  for  you  to  put  people  to  work  on  public  service  jobs  in  the 
way  Governor  Ogilvie  was  describing?  Could  you  find  constructive 
work  for  people  in  Texas  ? 

Governor  Smith.  It  is  my  belief  that  we  could,  Senator. 

Senator  Ribicoff.  You  could  supply  constructive  work  for  people  ? 

Governor  Smith.  I  believe  so. 

Senator  Ribicoff.  What  is  the  unemployment  rate  in  Texas  as  of 
today  ? 

Governor  Smith.  About  3.8  percent. 

Senator  Ribicoff.  In  other  words,  you  are  much  lower  than  the 
national  average. 

I  suppose  you  have  got  a  big  agricultural  population  in  Texas? 

Governor  Smith.  Yes ;  we  have  a  good  deal  of  agricultural  popula- 
tion. 

Senator  Ribicoff.  How  many  people  would  you  estimate  receive 
agricultural  subsidies  in  the  State  of  Texas  ? 
Governor  Smith.  I  just  don't  know. 

Senator  Ribicoff.  Would  you  have  any  guess  ?  Ten  thousand  ?  One 
hundred  thousand  ? 
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Governor  Smith.  I  just  wouldn't  have  a  guess  on  that. 
Senator  Kibicoff.  A  substantial  number  ? 

Governor  Smith.  Yes,  no  question;  we  have  a  good  deal  of  agri- 
culture. 

Senator  Rxbicoff.  And  I  suppose  a  reason  for  an  agricultural  sub- 
sidy is  that  you  have  got  a  farmer  who  is  doing  his  dardnest  to  farm 
the  land  and  make  a  living  and  keep  his  self-respect  and  just  isn't 
making  it  because  of  farm  prices  and  circumstances  and  a  nation  feels 
that  a  farmer  is  worth  saving  so  you  give  him  a  subsidy  to  keep  his  body 
and  soul  together  and  keep  him  on  the  farm.  Would  you  say  that  that 
is  one  of  the  objectives  in  an  agricultural  subsidy  ? 

Governor  Smith.  Well,  probably;  that  probably  has  a  good  deal 
to  do  with  it,  and  then  there  is  the  need,  of  course,  for  the  food  that  the 
farmer  produces. 

Senator  Rxbicoff.  Yes,  that's  right.  I  suppose  that  low-paid  worker 
who  may  be  earning  $2,000  a  year,  he  is  doing  a  job  that  somebody  has 
to  do,  whether  it  is  in  Texas  or  Connecticut  ? 

Governor  Smith.  That's  right. 

Senator  Rxbicoff.  And  he  doesn't  have  much  skill.  Do  you  see  any 
difference  in  having  a  person  with  an  unskilled  job  who  isn't  on  welfare 
and  who  is  working  as  hard  as  he  can  and  earning  a  couple  of  thousand 
dollars  a  year,  is  there  any  reason  why  society  shouldn't  feel  an  obliga- 
tion of  maintaining  him  and  keeping  body  and  soul  together  as  it  does 
a  farmer  ? 

Governor  Smith.  Well,  it  would  occur  to  me  there  would  be  some 
reasons  why  he  should  be  helped. 

Senator  Rxbicoff.  He  should  be  helped,  too  ? 
Governor  Smith.  Yes. 

Senator  Rtbicoff.  So  do  you  think  it  would  be  a  proper  objective 
for  a  great  nation  to  try  to  move  its  people  out  of  poverty  ? 
Governor  Smith.  >  es,  I  subscribe  to  that  theory,  but  it  is  difficult. 
Senator  Rxbicoff.  What  is  that  ? 

Governor  Smith.  I  subscribe  to  that,  of  course,  but  it  is  rather  diffi- 
cult to  do. 

Senator  Rxbicoff.  It  is  difficult  because  it  costs  money  ? 
Governor  Smith.  That's  right. 

Senator  Rxbicoff.  So  the  problem  we  have  is  a  question  if  we  are 
going  to  pay  subsidies,  whom  do  we  pay  subsidies  to  ? 
Governor  Smith.  That's  right. 

Senator  Rxbicoff.  And,  of  course,  there  are — in  your  State  there  are 
many  multimillionaires  who  are  in  the  oil  business  and  whose  income 
is  in  the  millions  of  dollars  and  want  for  nothing  and  yet  because  of 
the  oil  depletion  allowance  pay  no  taxes  whatsoever,  so  basically  they 
are  being  subsidized  by  Uncle  Sam,  too  ? 

Governor  Smith.  They  are  being  subsidized,  all  right,  but,  you 
know,  I  come  from  an  oil  State. 

Senator  Rxbicoff.  I  know. 

Governor  Smith.  And  I  recognize  the  importance  of  the  deple- 
tion insofar  as  finding  new  fields  are  concerned. 

Senator  Rxbicoff.  That's  right.  In  other  words,  if  we  can  subsidize 
Paul  Getty  or  H.  L.  Hunt,  what  is  so  sinful  to  subsidize  some  tenant 
farmer  or  some  employee  who  is  doing  odd  jobs  on  H.  L.  Hunt's  or 
Getty's  farm  and  maybe  getting  $2,000  a  year  and  having  trouble 
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keeping  body  and  soul  together?  Why  is  it  right  for  us  to  subsidize 
Getty  and  Hunt  and  not  subsidize  someone  earning  $2,000  a  year  ? 

Governor  Smith.  Well,  of  course,  it  is  right  to  help  these  other 
folks  and  I  suppose  you  mean  with  money  ? 

Senator  Ribicoff.  Yes. 

Governor  Smith.  Sometimes  money  is  not  the  only  thing. 
Senator  Ribicoff.  He  can't  find  a  job. 

Governor  Smith.  Sometimes  we  ought  to  help  them  to  help  them- 
selves ;  money  is  not  everything. 

Senator  Ribicoff.  But  that  is  just  the  point  I  make. 
Governor  Smith.  Yes. 

Senator  Ribicoff.  This  is  a  man  who  isn't  on  welfare ;  he  is  working ; 
he  is  working  as  hard  as  he  can,  whether  it  is  30  hours  a  week,  40  hours 
a  week;  he  is  picking  up  any  odd  job  that  he  can;  he  is  just  scroung- 
ing around  to  make  a  living,  so  he  is  not  a  loafer ;  he  is  not  a  cheater, 
you  know. 

Governor  Smith.  That  kind  of  a  person  certainly  deserves  every 
assistance  that  he  can  get. 

Senator  Ribicoff.  That's  right,  so,  therefore,  if  we  are  a  group  of 
responsible  Senators,  and  this  person  is  worth  saving  and  nurturing, 
then  maybe  we  have  got  an  obligation  to  try  to  figure  out  some  sort 
of  a  program  to  help  that  kind  of  a  person. 

Governor  Smith.  Yes,  sir ;  that  is  right. 

Senator  Ribicoff.  Thank  you  very  much,  Governor. 

The  Chairman.  Senator  Byrd  ? 

Senator  Byrd.  I  yield  to  Senator  Nelson. 

Senator  Nelson.  I  have  no  questions. 

The  Chairman.  Thank  you  very  much,  Governor  Smith. 
Governor  Smith.  Thank  you,  Senator. 

The  Chairman.  The  next  witness  is  the  Governor  of  Ohio,  the  Hon- 
orable J ohn  J.  Gilligan. 

While  you  are  finding  your  place,  Governor,  permit  me  to  express 
our  regrets  that  we  could  not  arrange  to  hear  you  earlier  today.  We 
did  discuss  your  timing  problem  but  unfortunately  Governor  Smith 
had  the  same  problem  you  have.  You  both  are  under  great  pressure  to 
be  back  in  your  States,  and  we  regret  that  circumstances  were  such 
that  we  couldn't  have  heard  you  sooner  today. 

STATEMENT  OF  HON.  JOHN  J.  GILLIGAN,  GOVERNOR  OF  THE  STATE 
OF  OHIO,  ACCOMPANIED  BY  JOHN  E.  HANSAN,  DIRECTOR,  DE- 
PARTMENT OF  WELFARE,  OHIO 

Governor  Gilligan.  Mr.  Chairman,  I  think  we  are  all  under  pres- 
sures of  time  and  other  commitments,  but  I  want  to  say  to  you  and 
to  the  distinguished  members  of  this  committee  that  it  is  an  honor  for 
me  to  appear  before  you,  especially  following,  I  might  say,  two  very 
distinguished  Governors  of  two  great  States — one,  I  would  notice,  a 
Republican  and  one  a  Democrat,  whose  views  and  statements  before 
this  committee  I  would  support  almost  without  reservation. 

Mr.  Chairman  and  members  of  the  committee,  with  me  today  is 
Mr.  John  E.  Hansan,  who  is  director  of  the  Department  of  Welfare  of 
the  State  of  Ohio ;  if  after  I  have  concluded  my  statement  to  the  com- 
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mittee,  there  are  any  questions  that  are  to  be  put  to  me,  I  will  answer  the 
easy  ones  and  he  will  answer  the  hard  ones — that  is  why  I  brought  him 
along. 

Mr.  Chairman,  I  must  be  frank  and  admit  that  I  am  a  little  weary 
and  somewhat  angry.  I  am  weary,  Mr.  Chairman,  with  the  endless  de- 
bate over  welfare  stretching  over  the  last  5  years  or  more. 

I  am  weary  of  the  endless  charges  and  countercharges  flung  about 
on  this  issue. 

I  am  weary  of  the  seemingly  endless  stream  of  myths  and  miscon- 
ceptions that  make  a  reasoned  and  reasonable  discussion  of  welfare 
nearly  impossible. 

And  I  am  angry,  too,  Mr.  Chairman.  I  am  angry  at  those  who  have 
found  it  expedient  to  foster  those  myths  and  add  to  the  misinforma- 
tion. 

I  am  angry  that  the  pillory  of  welfare  has  found  such  an  eager 
audience  among  people  in  this  country  who  are  anxious  to  find  a 
scapegoat  for  our  society's  problems. 

But,  most  of  all,  Mr.  Chairman,  I  am  angry  at  what  the  outcry  over 
welfare  indicates,  that  almost  200  years  after  we  declared  our  free- 
dom as  a  nation,  we  stumble  about  in  confusion,  unable  to  come  to 
grips  with  our  problems,  unable  even  to  distinguish  the  real  problems 
from  the  false,  unable  to  recognize  the  human  rights  which  give  this 
Nation  its  meaning  and  its  purpose. 

Mr.  Chairman,  I  was  asked  to  come  before  this  committee  and  testi- 
fy on  H.K.  1,  the  administration's  welfare  bill,  and  I  would  like  to 
honor  that  invitation. 

As  far  as  the  details  of  H.K.  1  are  concerned,  I  think  that  the  bill 
as  it  now  stands  does  contain  two  substantial  improvements : 

First,  it  provides  the  aged,  blind,  and  disabled  a  uniform,  guaran- 
teed income  Avith  uniform  eligibility  standards  through  a  program 
administered  by  the  Social  Security  Administration. 

Second,  the  two  new  programs  the  bill  provides  to  replace  AFDC 
are  based  on  the  principles  of  Federal  financing  and  administration, 
and  national  uniform  eligibility  requirements.  However,  I  support  the 
amendments  to  the  bill  proposed  by  Governor  Sargent,  who  appeared 
before  this  committee  yesterday,  and  by  Senator  Kibicoff,  which  would, 
first,  increase  the  basic  Federal  payment  from  $2,400  to  $3,000  in  the 
first  year ;  in  the  second  year  to  $3,300 ;  and  in  the  third  year  to  $3,600. 

Second,  the  amendments  would  have  the  Federal  Government  pay  30 
percent  of  any  State  supplements  required  to  maintain  current  assist- 
ance levels. 

Third,  the  amendments  would  lower  the  benefit-reduction  rate  from 
67  to  60  percent  of  each  dollar  earned. 

Fourth,  they  would  completely  relieve  the  State  of  welfare  programs 
by  making  childless  individuals  eligible  for  the  benefits  under  this  bill. 

These  amendments  will  help  give  real  substance  to  the  promise  of 
reform  by  providing  adequate  payment  levels,  reasonable  eligibility 
and  work  requirements,  adequate  legal  protections  and  desperately 
needed  fiscal  relief  to  States. 

But,  Mr.  Chairman,  I  do  not  believe,  nor,  I  think,  does  anyone  in 
this  room  believe,  that  H.R.  1,  with  or  without  the  amendments  I  have 
just  mentioned,  will  solve  the  problem  of  welfare  in  America. 
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For  nothing  in  H.R.  1,  nothing  in  the  Ribicoff  amendments  and 
nothing  in  existing  law  will  get  welfare  recipients  off  the  welfare  rolls 
and  onto  payrolls  because  nothing  in  H.R.  1,  nothing  in  the  Ribicoff 
amendments  and  nothing  in  existing  law  comes  to  grips  with  the  cen- 
tral problem  now  facing  the  American  economy — massive  unemploy- 
ment, unemployment  that  has  affected  even  the  most  highly  trained 
and  experienced  members  of  our  work  forces. 

Mr.  Chairman,  the  basis  on  which  President  Nixon  has  appealed  for 
support  for  his  welfare  program  is  that  it  will  get  people  off  welfare 
rolls  and  onto  payrolls. 

Mr.  Chairman,  this  is  a  commendable  goal. 

Who  doesn't  want  able-bodied  welfare  recipients  to  work  for  their 
keep? 

Who  doesn't  want  welfare  chisellers  cut  off  from  assistance  and 
forced  to  go  to  work  ? 

Everybody  wants  those  who  can  work  to  go  out  and  get  a  job. 
But  what  job? 

Mr.  Chairman,  over  the  past  3  years  millions  of  jobs — millions — 
have  been  eliminated  due  to  the  policies  of  the  Federal  Government, 
policies  initiated  by  the  same  administration  that  is  exhorting  wel- 
fare recipients  to  go  out  and  find  a  job. 

How  many  stories  have  we  read  of  skilled  employees  thrown  out  of 
work  because  plants  and  factories  were  closed  down  ? 

How  many  stories  have  we  read  about  the  long  and  fruitless  ef- 
forts of  1971  college  graduates  to  find  employment  ? 

How  in  the  world,  then,  does  Mr.  Nixon  expect  unskilled  and  un- 
educated welfare  recipients  to  find  jobs? 

Only  a  concerted  national  effort  at  job  creation  can  eliminate  the 
economic  stagnation  that  has  left  5  million  unemployed  men  and 
women  to  pore  over  the  want  ads. 

Only  that  effort  can  give  a  toehold  in  the  Nation's  economic  life 
to  the  2.6  million  heads  of  welfare  families  that  H.R.  1  proposes  to 
employ.  Up  to  now  there  has  been  no  leadership  for  that  effort. 

The  President,  who  has  already  vetoed  two  bills  to  create  public 
service  jobs,  is  apparently  beginning  to  feel  that  job  creation  with 
Federal  funds  is  permissible,  but  only  if  done  in  a  suitably  back- 
handed manner,  and  through  private  industry. 

He  announced  this  month  that  the  Government  was  prepared  to 
finance  construction  of  a  space  shuttle,  a  gravity-defying  ferryboat 
that  will  purportedly  cost  a  mere  $6  billion. 

First  of  all,  I  think  that  considering  the  history  of  cost  estimates 
for  space  and  defense  projects,  we  should  approach  that  $6  billion  es- 
timate with  considerable  caution. 

More  importantly,  the  50,000  jobs  the  administration  says  this 
exotic  piece  of  hardware  will  provide  is  only  a  tiny  drop  in  the  bucket 
when  you  consider  that  it  takes  about  1  million  jobs  just  to  reduce  un- 
employment by  1  percentage  point. 

Two  more  drops  in  the  bucket  are  the  estimated  150,000  jobs  to  be 
created  by  the  emergency  employment  program  enacted  last  July,  and 
the  200,000  jobs  supposedly  to  be  created  by  H.R.  1. 

A  few  figures  will  show  why  this  total  of  400,000  jobs  is  simply  not 
sufficient : 
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Since  1947—25  years  ago — and  24  years  after  the  passage  of  the 
Federal  Full  Employment  Act  in  which  the  Federal  Government 
guaranteed  to  every  ablebodied  American  who  was  seeking  employ- 
ment, employment  at  a  living  wage — the  unemployment  rate  has  been 
at  or  above  5  percent  every  year  except  for  the  Korean  and  Vietnam 
war  years. 

What  these  war  years  masked,  then,  was  a  growing  elimination  of 
productive  jobs  in  the  private  sector. 

As  for  the  1970's,  to  achieve  full  employment  in  this  decade  will 
require  an  additional  1.5  million  new  jobs  a  year  without  even  con- 
sidering those  who  are  now  unemployed. 

Mr.  Chairman,  we  haven't  had  even  2  peacetime  years  in  a  row  with 
more  than  1.5  million  jobs  added  per  year  since  1947. 

And  I  would  point  out  that  30  percent  of  all  jobs  created  from  I960 
to  1970  were  in  State  and  local  government. 

Mr.  Chairman,  what  these  figures  indicate  is  that  it  is  time  for  us 
to  recognize  that  we  are  not  living  in  an  emergency  situation  in  which 
private  industry  can  eventually  pick  up  the  slack  in  employment.  The 
jobs  to  support  full  employment  simply  do  not  exist  in  private  indus- 
try and  never  will  again. 

The  answer  to  our  employment  problem  lies  not  in  the  manufacture 
of  Buck  Rogers  gadgets  or  the  creation  of  a  relatively  few  temporary 
high-priced  jobs.  I  would  point  out  that  in  depression  years  before 
World  War  II  the  Works  Progress  Administration  employed  7,800,- 
000  heads  of  families  between  1937  and  1943. 

The  Civilian  Conservation  Corps  gave  some  2  million  young  men 
useful  work. 

Beginning  in  the  1960's,  programs  such  as  the  Neighborhood  Youth 
Corps,  Headstart,  Foster  Parents,  and  Project  Green  Thumb  provided 
jobs  for  useful  services  that  could  not  have  been  funded  in  the  private 
sector. 

These  are  all  precedents  for  the  kind  of  effort  that  will  be  necessary 
if  we  are  to  insure  the  dignity  and  self-respect  that  comes  with  useful 
employment  for  the  poor  and  nonpoor  alike. 

I  hasten  to  add  that  I  am  not  advocating  a  new  Work  Project 
Administration,  but  I  would  point  out  that  in  the  great  cities  of  the 
United  States,  and  especially  m  Ohio  which  has  more  cities  of  100,000 
population  than  any  State  in  the  Nation,  we  are  confronted  with  a 
crisis  of  unprecedented  proportions.  For  instance,  in  the  city  of  Cleve- 
land during  the  last  year,  calendar  year  1971,  1,700  municipal  em- 
ployees were  fired  because  the  city  of  Cleveland  couldn't  afford  any 
longer  to  pay  for  them. 

In  the  first  2  months  of  the  new  Republican  administration  in  the 
city  of  Cleveland,  350  additional  employees  have  been  discharged. 
Now,  if  that  is  to  continue  very  much  longer,  the  city  of  Cleveland, 
which  is  the  ninth  largest  city  in  the  United  States,  will  very  soon 
become  uninhabitable. 

In  Ohio  we  are  doing  what  we  can  in  the  absence  of  strong  leader- 
ship from  the  Federal  Government.  Since  I  became  Governor  we  have 
filled  all  our  4,600  WIN  slots  and  have  asked  the  Department  of  Labor 
to  increase  this  number  to  6,500. 

At  my  direction,  Ohio  became  the  first  State  in  the  Nation  to  iden- 
tify and  locate  jobless  veterans  of  the  Vietnam  war. 
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We  set  out,  Mr.  Chairman,  early  last  summer  to  find  every  young 
man  in  Ohio  who  had  served  in  Vietnam,  find  out  where  he  was  and 
what  he  was  doing,  whether  he  was  employed,  whether  he  was  in 
school,  what  had  happened  to  him. 

We  found  32,000  Vietnam  veterans  in  Ohio  who  could  not  find  a 
job,  some  of  them  who  had  been  home  for  20  months,  who  had  been 
searching  high  and  low  for  employment.  They  had  served  this  Na- 
tion gallantly  and  well  in  the  rice  paddies  of  Vietnam  and  had  come 
home  to  an  economy  where  they  could  not  find  employment;  they 
could  not  find  their  way  into  higher  educational  opportunities,  and 
they  were  left  walking  the  streets.  Of  that  32,000,  some  were  young 
men  who  had  not  finished  high  school,  but  many  of  them  were  peo- 
ple who  were  highly  skilled,  who  had  been  drafted  by  the  Federal 
Government  to  go  to  Vietnam,  taken  out  of  highly  lucrative  occupa- 
tions for  which  they  were  very  well  adapted  and  then  returned  to  an 
employment  market  in  which  those  jobs  had  vanished.  And  to  say 
that  these  young  men  were  bitter,  Mr.  Chairman,  bitter  about  what 
America  had  done  to  them,  and  for  them,  is  to  understate  the  case. 

My  administration  in  Ohio  has  also  initiated  a  two-county  pilot 
project  to  employ  welfare  recipients,  a  program  that  we  believe  to  be 
unique  in  the  Nation. 

Under  this  7-month  project,  92  welfare  fathers  have  been  employed 
by  the  county  welfare  departments  with  regular  wages  and  fringe 
benefits ;  in  other  words,  we  didn't  require  them  to  go  through  some 
make-work  program  for  their  welfare  allotments,  but  we  found  them 
jobs  and  put  them  to  work  at  regular  wages. 

I  would  emphasize  that  the  costs  of  employment  are  the  same  as 
or  less  than  the  State  welfare  payments  to  those  men  and  their  families. 

The  fathers  are  being  paid  to  work,  such  work  as  home  cleaning, 
moving,  and  improvements  and  household  tasks  for  needy  people, 
particularly  the  elderly  and  the  disabled. 

The  initial  reaction  to  the  project  has  been  excellent  and  if  all  con- 
tinues to  go  well,  I  intend  to  see  the  project  expand  into  other  counties. 

Mr.  Chairman,  the  kind  of  project  now  underway  in  Ohio  is  the 
kind  of  a  project  that  should  be  undertaken  on  a  massive  scale  nation- 
ally. 

There  is  no  lack  of  work  to  do. 

If  we  are  sated  with  material  objects,  we  are  starved  for  a  whole 
range  of  services — medical  and  health  care,  cleaning  up  our  cities, 
restoring  our  environment,  and  a  host  of  others. 

And  it  is  clear  that  in  an  era  when  the  predominant  influence  on 
employment  opportunities  is  the  Federal  Government,  the  Federal 
Government  has  the  responsibility  of  insuring  that  there  is  a  job  for 
all  those  who  can  work. 

Unless  and  until  the  Federal  Government  can  assure  those  on  wel- 
fare or  any  unemployed  person  that  there  is  a  job  for  them,  Mr. 
Nixon's  "workfare"  proposals  are  not  just  an  empty  promise,  but  a 
cruel  hoax. 

I  urge  the  Congress  to  make  the  work  incentives  of  H.R.  1  more 
than  that  by  providing  the  public  service  jobs  needed  to  allow  this 
country's  unemployed  to  assume  the  benefits  and  responsibilities  of 
full  participation  in  the  work  force  and  in  society. 
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No  welfare  system  can  take  the  place  of  an  aggressive  policy  of  full 
employment  that  opens  up  opportunities  for  all  who  are  able  to  work. 

So,  Mr.  Chairman,  in  summary,  I  support  H.R,  1,  especially  if  it 
includes  the  amendments  proposed  by  Governor  Sargent  and  Senator 
Ribicoff. 

The  Chairmax.  Senator  Nelson  ? 

Senator  Nelsox.  Concerning  your  program  of  providing  jobs  for 
90  heads  of  households — part  of  the  work  being  to  assist  the  elderly 
in  household  tasks  and  so  forth.  How  long  has  this  program  been  in 
existence  ? 

Governor  Gilligax.  It  is  just  2  months,  Senator. 

Senator  Nelsox.  I  see.  So  it  is  too  early  to  make  a  judgment,  but 
it  is  a  very  creative  idea  and  you  ought  to  be  commended  for  it.  In 
designing  the  programs,  did  you  have  in  mind  that  providing  some 
of  this  kind  of  service  would  permit  these  elderly  citizens  to  remain 
longer  in  their  own  home  rather  than  being  transferred  to  a  nursing 
home  because  they  can't  handle  their  own  household  ? 

Governor  Gilligax.  That  certainly  is  part  of  it,  Senator. 

Mr.  Hansan,  who  is  with  me  today,  was  the  chief  architect  of  this 
pilot  project.  We  don't  plan  for  its  absolute  success;  we  don't  know 
yet,  but  in  his  earlier  capacity  as  a  director  of  the  war  on  poverty  in 
the  Cincinnati  area,  he  was  responsible  for  administering  such  pro- 
grams as  the  foster  grandparents  program.  It  is  a  simple  idea.  The 
idea  is,  you  take  elderly  people,  talented,  warmhearted,  compassionate 
people  with  no  income,  with  nothing  to  do,  nothing  to  use  their  talents 
on,  and  send  them  into  institutions  where  there  are  young  children  who 
are  starved  for  tender,  loving  care  and  }Tou  let  the  elderly  people 
adopt  as  foster  grandparents  these  children,  maybe  mentally  retarded, 
maybe  just  abandoned,  and  you  give  a  living  wage  or  something  close 
to  it,  to  the  foster  grandparents;  you  restore  their  dignity;  they 
know  they  are  not  just  drawing  a  check  now;  they  are  doing  some- 
thing that  is  worthwhile  and  they  know  it  is  worthwhile. 

And  it  is  a  very  badly  needed  service  in  our  society.  In  our  very 
inhuman  and  mechanistic  society,  it  gives  to  those  children  something 
that  money  in  itself  can't  buy. 

Now,  we  can  expand  that  simple  concept  into  a  great  many  other 
fields.  As  I  say,  if  you  ride  through  any  city  beginning  here  in  Wash- 
ington, D.C.,  through  any  major  city  or  any  of  the  small  communities 
of  America,  you  are  confronted  on  every  side  by  work  that  needs  do- 
ing— decaying,  delapidated  cities,  the  need  for  daycare  centers,  the 
need  for  homes  for  the  aged,  the  need  for  programs  of  all  kinds — 
and  yet  we  have  people  standing  around  idle  who  can't  be  employed ; 
and  yet  we  have  plenty  of  money. 

Well,  we  have  the  need ;  we  have  the  idle  people ;  we  have  the  money. 
"What  is  needed  is  to  put  the  three  elements  together  and  we  have  got 
a  program  that  can  make  America  a  pretty  attractive  place  to  live  in. 

Senator  Nelsox.  It  is  interesting  to  note  that  in  the  green  thumb 
foster  grandparents  and  the  green  light  programs,  each  of  the  last 
two  administrations  has  tried  to  kill  them.  We  have  had  to  fight 
to  preserve  them.  I  had  a  fight  with  the  Johnson  administration,  had  a 
fight  with  this  administration,  to  keep  them  from  destroying  the  green 
thumb  program.  This  program  isn't  understood  by  all  those  Wall 
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Street  lawyers  who  come  down  here  in  each  new  administration  and 
run  it.  No.  2,  there  isn't  any  commitment  by  this  administration  or 
the  previous  administration  to  provide  this  kind  of  program,  particu- 
larly for  our  elderly  citizens  who  can  make  a  very  fruitful  contribution 
in  all  the  fields  that  you  mentioned  and  are  making  a  fruitful  contribu- 
tion in  very  tiny  programs.  These  programs  could  be  dramatically  ex- 
panded at  minimal  costs  since  a  substantial  percentage  of  the  elderly 
are  going  to  have  to  go  on  welfare  rolls  if  you  don't  give  them  some 
productive  work  to  do. 

So  I  had  never  thought  of  assisting  the  elder  citizens  in  the  manner 
you  suggest  but  if  you  could  in  your  program,  add  home  nursing  care 
and  some  advice  on  diets  and  some  assistance  in  managing  the  home, 
you  could  postpone  expensive  nursing  homes  for  these  people. 

All  of  us  know  a  half  dozen  people  who  ended  up  in  a  nursing  home 
because  they  physically  couldn't  handle  a  household  any  longer  but  who 
would  have  stayed  in  their  own  surroundings  for  a  much  longer  time 
and  enjoyed  a  pleasanter  old  age  and  cost  less  money,  if  they  could  have 
afforded  somebody  to  come  in  and  help  them. 

So  I  would  be  interested  in  knowing  what  your  evaluation  of  this 
program  is  6,  8,  10,  12  months  from  now,  because  I  think  it  is  a  very 
creative  idea. 

Governor  Gilligan.  Thank  you,  Senator.  We  will  be  more  than 
happy  to  keep  you  abreast  on  it. 
The  Chairman.  Senator  Eibicoff  ? 

Senator  Ribicoff.  Governor  Gilligan,  first  may  I  say  I  have  watched 
your  work  as  Governor  with  great  interest.  I  commend  you  for  your 
imagination  and  courage  that  you  show  in  a  very,  very  difficult  task. 

Along  the  lines  of  these  programs  you  and  your  administration  have 
instituted,  if  it  was  not  a  question  of  money  restriction,  how  many 
people  could  you  put  to  work  in  public  service  jobs  in  Ohio  ? 

Governor  Gilligan.  Senator,  I  would  have  a  little  difficulty  in  giv- 
ing you  a  very  fast  answer.  As  I  said,  the  city  of  Cleveland,  our  largest 
community,  has  fired  over  2,000  people  in  the  last  year  and  they  were 
understaffed  to  begin  with ;  and  I  would  have  to  guess  that  the  number 
would  range  up  in  the  thousands,  hundreds  of  thousands  of  people.  It 
all  depends  on  what  kind  of  work  we  want  to  get  done. 

Senator  Ribicoff.  Constructive  work  for  the  benefit  of  the  people  of 
Ohio,  general  community  work. 

Governor  Gilligan.  We  could  absorb,  you  know,  as  many  people  as 
there  are  around.  The  only  question  is  money,  and  the  tragic  part  of  it 
is  that  we  are  paying  people  welfare  allowances  to  do  nothing  or  we 
are  turning  them  off  completely. 

But  there  is  an  endless  amount  of  work  to  be  done.  It  is  a  question 
of  how  much  we  want  to  divert  to  this  purpose,  and  that  is  why  I  use, 
for  instance,  the  example  of  a  space  shuttle.  Fine.  I  think  it  might  be 
grand  to  have  a  space  shuttle,  but  a  similar  amount  of  money  diverted 
to  putting  people  to  work  to  clean  up  our  cities  and  make  them  more 
livable  seems  to  me  a  far  more  rewarding  use  of  that  kind  of  resource. 

Senator  Ribicoff.  What  is  the  unemployment  rate  in  Ohio  today? 

Governor  Gilligan.  The  latest  figures  are  5.9  percent. 

Senator  Ribicoff.  So  in  people  that  would  be  how  many  ? 

Governor  Gilligan.  Well,  in  people,  we  have  a  hard  time  getting  an 
exact  figure  on  it.  Let  me  say  it  this  way,  Senator;  2  years  ago  last 
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month  we  had  27,000  active  unemployment  claims  in  Ohio.  A  year  ago 
last  month  we  had  69,000;  last  month  we  had  109,000,  with  60,000  ex- 
pired cases  that  had  exhausted  their  benefits.  We  figure  that  beyond 
that  there  are  at  least  50,000  people  who  do  not  qualify  under  unemploy- 
ment compensation,  so  there  are  at  least  y±  million  people  in  Ohio  who 
are  actively  seeking  work  who  cannot  find  employment  today. 

Senator  Ribicoff.  Let  me  ask  you,  while  you  have  talked  about  your 
cities,  Ohio  is  quite  an  agricultural  State,  too,  is  it  not  ? 

Governor  Gilligax.  Yes,  sir ;  we  are  indeed. 

Senator  Ribicoff.  And  you  must  have  quite  a  number  of  people,  a 
number  of  farmers  who  receive  agricultural  subsidies  ? 

Governor  Gilligan.  Yes,  not  on  the  scale  that  some  of  the  Western 
States  enjoy  because  we  are  a  State  that  is  still  largely  a  family  farm 
operation  as  opposed  to  the  large  corporate  enterprises.  Still,  we  re- 
ceive a  very  substantial  amount  of  farm  subsidies. 

Senator  Ribicoff.  And  you  believe  that  it  is  worth  preserving  the 
farmer,  don't  you  ? 

Governor  Gilligan.  I  do  indeed. 

Senator  Ribicoff.  Now,  if  this  country  spends  $7.5  billion  in  sub- 
sidies to  2,400,000  farmers  to  preserve  them  because  you  believe  a 
farmer  is  worth  keeping  and  saving,  would  you  feel  it  would  be  worth 
this  country's  while  to  spend  $7.5  billion  to  save  2,400,000  people  who 
are  working,  for  starvation  wages,  not  earning  enough ;  they  are  not 
loafers ;  they  are  not  bums ;  they  want  to  work  and  they  are  working 
but  only  earning  very  small  sums  of  money — do  you  think  it  would 
be  wrong  to  bring  these  people  up  to  poverty  at  a  cost  of  some  $7.5 
billion? 

Governor  Gilligax.  No,  sir,  obviously  I  do  not,  and  let  me  add  one* 
further  statement  to  your  line  of  reasoning. 

If  we  were  to  take  agriculture  as  an  economic  activity,  there  is 
probably  no  field  of  economic  activity  since  World  War  II  that  has 
advanced  as  rapidly  in  terms  of  productivity,  which  is  what  everybody 
in  America  wants  to  talk  about  today — increased  productivity.  The 
agricultural  people  have  raised  productivity  beyond  the  wildest  dreams 
of  our  fathers,  with  the  result  that  they  have  disemployed  millions  of 
Americans  who  aren't  any  longer  needed  to  produce  an  agricultural 
product. 

Now,  if  we  had  segregated  out  the  agricultural  community  and  we 
had  said  to  them,  "Every  one  you  disemploy  by  improving  your  pro- 
ductivity you  must  support  out  of  the  agricultural  income,"  we  would 
have  a  hell  of  a  situation  in  this  country  today. 

Senator  Ribicoff.  Let's  pursue  that." 

Governor  Gilligan.  Now  we  are  doing  it  in  manufacturing. 

Senator  Ribicoff.  Let's  pursue  that.  The  truth  is  that  many  people 
who  are  on  welfare  today  in  the  cities,  blacks  and  whites,  have  been 
agricultural  workers  who  have  been  disemployed  by  the  industrializa- 
tion of  agriculture  ? 

Governor  Gilligan.  Absolutely. 

Senator  Ribicoff.  And  these  are  the  people  in  most  instances  in 
America  today  who  are  called  the  working  p0or  ? 
Governor  Gilligan.  Absolutely. 

Senator  Ribicoff.  And  they  come  off  the  farms  with  the  tradition 
of  hard  work  and  they  want  to  work  and  they  will  take  any  odd  job ; 


1109 


they  are  too  proud  to  be  on  welfare  and  they  are  scrounging  around 
all  over  America  with  a  job  that  they  can't  keep  body  and  soul 
together  ? 

Governor  Gilligan.  That  is  exactly  right. 

Senator  Ribicoff.  So  if  we  can  subsidize  the  farmers  who  have  a 
farm  and  still  a  job,  is  there  any  reason  why  we  can't  subsidize  the 
former  agricultural  worker  who  is  either  in  the  rural  areas  or  in  the 
cities  working  at  starvation  wages  ? 

Governor  Gilligan.  No,  sir.  There  is  not  and  as  we  increase  pro- 
ductivity in  the  manufacturing  sector,  following  agriculture,  and  as 
we  disemploy  in  the  industrial  sector  more  and  more  and  more  work- 
ers, which  was  what  we  were  actually  doing,  we  must  be  prepared  to 
pick  them  up,  too. 

Senator  Ribicoff.  In  other  words,  what  you  are  saying  is  that  if 
we  have  a  highly  industrialized  productive  economy  with  a  $1  trillion 
gross  national  product  and  because  of  our  policies  we  can't  put  people 
back  to  work,  1.5  percent  is  a  low  figure  to  pay  as  part  of  the  over- 
head for  America's  failures. 

Governor  Gilligan.  Exactly. 

Senator  Ribicoff.  And  these  aren't  just  bums  and  no-goods  we  are 
talking  about;  these  are  the  people  who  have  been  cast  aside  because 
o  i  the  failure  of  our  system  to  put  them  into  productive  employment. 

Governor  Gilligan.  Yes,  sir.  If  somebody  wants  to  call  the  unem- 
ployed bums  and  loafers,  I  want  to  bring  them  out  to  Ohio  to  talk  to 
the  32,000  Vietnam  veterans  who  can't  find  work  and  let  them  call 
them  bums. 

Senator  Ribicoff.  So,  in  other  words,  when  you  indicate  your  anger 
and  your  dismay  at  the  verbiage  or  the  language  that  is  being  used 
against  everybody  who  receives  a  welfare  payment,  you  want  them 
to  come  out  to  Ohio  and  take  a  look  at  the  people  who  can't  find  a 
job  and  want  to  work? 

Governor  Gilligan.  Yes,  sir,  and  I  will  walk  with  them. 

Senator  Ribicoff.  Thank  you  very  much. 

Governor  Gilligan.  And  thank  you,  Senator. 

The  Chairman.  Senator  Curtis  ? 

Senator  Curtis.  Governor,  what  your  recommendation  is  is  that  the 
States  be  relieved  of  the  welfare  program ;  is  that  right  ? 

Governor  Gilligan.  Yes,  sir;  the  costs,  essentially;  right.  I  think 
it  is  a  national  obligation  and  a  national  program. 

Senator  Curtis.  How  big  an  item  is  it  in  the  budget  in  the  State  of 
Ohio? 

Governor  Gilligan.  In  fiscal  1972-73,  the  appropriation  I  requested 
was  $1.8  billion.  The  legislature  approved,  for  the  fiscal  biennium, 
$1.3  billion.  About  half  of  that  is  State  money,  so  about  $650  million. 

Senator  Curtis.  What  proportion  is  that  of  your  total  budget  ? 

Governor  Gilligan.  The  $650  million  would  be  out  of  an  annual 
budget  of  about  $4  billion. 

Senator  Curtis.  Do  your  localities  bear  any  part  of  the  welfare 
costs  ? 

Governor  Gilligan.  Yes,  sir ;  if  the  State  picks  up,  as  we  generally 
calculate  it,  about  50  percent  of  the  costs  of  welfare,  the  counties  in 
Ohio,  the  88  counties,  pick  up  about  5  percent,  so  we  are  really  picking 
up  45  percent,  5  percent  from  the  counties,  50  percent  from  the  Fed- 
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eral  level.  We  proposed  in  our  budget  message  last  spring  that  the 
fetate  absorb  that  5  percent— the  administrative  costs  and  subsidv  costs 
at  the  county  level— but  that  was  rejected. 

Senator  Curtis  But  if  the  program  that  you  advocate  were  adopted, 
me  fetate  and  localities  would  be  relieved  

Governor  Gilligan.  Yes,  sir. 

Senator  Curtis  (continuing) .  Of  the  total  burden  ? 

Governor  Gilligan.  They  would  be  relieved  in  the  sense  that  they 
wouldnt  be  paying  for  welfare  through  State  and  local  taxes:  they 
would  be  paying  for  it  through  their  Federal  taxes.  They  are  the 
same  taxpayers. 

Senator  Curtis.  Yes,  sir. 

And  then  you  also  recommend  that  in  addition  to  H.K.  1  that  those 
amendments  sponsored  by  the  distinguished  Senator  from  Connecti- 
cut, Senator  Kibicoff ,  and  testified  to  by  Governor  Sargent  yesterday— 
you  are  in  favor  of  those  additions  ? 

Governor  Gilligan.  Yes,  sir. 

Senator  Curtis.  I  won't  take  any  further  time  at  this  time  because 
yesterday  the  costs  of  those  were  developed  here  for  the  record. 
That  is  all,  Mr.  Chairman. 
The  Chairman.  Senator  Bennett  ? 
Senator  Bennett.  I  have  just  one  question. 
Governor  Gilligan.  Yes,  sir. 

Senator  Bennett.  The  impact  of  the  Federal  income  tax  burden  on 
the  various  States  is,  of  course,  different  because  of  the  level  of  in- 
come, per  capita  income,  in  the  States  ? 

Governor  Gilligan.  Yes,  sir. 

Senator  Bennett.  Is  Ohio  above  or  below  the  median  ? 
Governor  Gilligan.  Well  above,  sir. 

Senator  Bennett.  So  if  you  load  the  welfare  burden  on  the  Federal 
taxpayer,  the  burden  to  the  people  of  Ohio  will  be  substantially  more 
than  if  the  funds  are  collected  at  the  State  level  because  your  tax- 
payers pay  more  than  the  median  level  and  therefore,  you  will  not 
only  take  care  of  your  own  burden  but  you  will  probably  take  care 
of  a  large  part  of  the  burden  in  the  State  of  Utah  ? 

Governor  Gilligan.  Senator,  I  can  only  say  to  you  that  I  don't 
think  the  citizens  of  Ohio  are  afraid  of  being  recognized  as  Ameri- 
cans and  we  are  even  willing  to  recognize  the  citizens  of  Utah  as  our 
brothers  and  as  our  fellow  citizens  and  to  share  alike  both  the  oppor- 
tunities and  the  bountiful  riches  of  America ;  and  if  we  have  more  than 
our  share  we  are  willing  to  bear  our  responsibilities  in  proportion  to 
our  blessings. 

Senator  Bennett.  Well,  I  am  grateful  for  that  but  I  am  glad  I 
asked  the  question  because  the  last  3  or  4  days  the  blanket  statement 
has  been  made  the  taxes — it  is  the  same  taxpayer  that  pays  the  costs 
and,  therefore,  it  does  not  matter  whether  you  put  it  at  the  State 
level  or  the  Federal  level ;  and  you  gave  me  an  excellent  opportunity 
to  point  out  that  the  tax  burden  on  the  taxpayers  of  Ohio  will  be  con- 
siderably heavier  than  it  will  be  on  the  taxpayers  of  many  other  States 
if  you  load  his  burden  on  the  Federal  Government. 

Governor  Gilligan.  Senator,  I  can  only  say  in  response  that  I  be- 
lieve very  firmly  in  the  basic  principle  of  ability  to  pay  as  the  guid- 
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ing  principle  for  taxation.  This  morning's  Washington  Post  carried 
an  article  which  pointed  out  the  fact  that,  while  the  Federal  Govern- 
ment is  reducing  its  tax  rates  and  its  tax  revenues  $22  billion — as  Mr. 
Nixon  pointed  out  in  his  budget  message  yesterday,  $22  billion  less  than 
would  have  been  the  rates  prevailing  before  he  signed  the  tax  reduction 
bills  of  1969  and  1971 — tax  rates  and  levels  at  State  and  local  govern- 
ments are  going  up,  but  by  their  character  local  and  State  taxation 
structures  are  regressive ;  they  hit  the  low-income  people  and  the  mod- 
erate income  people  a  lot  heavier  than  do  the  Federal  tax  revenues. 

So  if  we  are  going  to  use  a  tax  structure  to  raise  the  revenues  we 
need  for  public  purposes,  I  would  far  rather  use  the  Federal  system 
which  requires  of  those  more  blessed  with  the  bounties  of  the  world 
than  the  poor  what  they  are  able  to  pay.  I  would  like  to  rely,  for 
what  we  need  to  get  the  job  done,  far  less  upon  State  and  local  taxa- 
tion which  is  basically  regressive. 

Senator  Bennett.  I  can  understand  all  the  Governors  who  come 
before  us  make  it  perfectly  clear  to  us  that  they  would  like  the  Federal 
Government  to  take  over  more  and  more  of  their  tax  burden,  and  you 
have  told  us  the  same  story. 

Governor  Gilligan.  There  may  be  a  difference,  though,  Senator, 
between  people  who  speak  from  this  side  of  the  table  and  the  other  in 
that  each  one  of  the  Governors  who  have  appeared  here  today  has  gone 
to  his  constituents  within  the  last  year  and  advocated  a  massive  in- 
crease in  taxation — massive.  I  proposed  to  the  people  of  Ohio  a  50- 
percent  increase  in  general  fund  spending  in  the  State  of  Ohio,  $1.1 
billion  in  new  taxes,  including,  for  the  first  time  in  the  history  of 
Ohio,  personal  graduated  income  taxation  and  corporate  income  tax- 
ation. The  distinguished  gentlemen  on  the  other  side  of  this  table  are 
in  the  happy  position  of  being  able  to  go  to  their  constituents  saying, 
"I  voted  for  lower  tax  rates,"  but  they  are  the  same  taxpayers. 

Now,  it  just  happens,  you  know,  the  luck  of  the  draw,  which  side  of 
the  table  we  are  sitting  on.  [Laughter.] 

Senator  Bennett.  I  would  like  to  point  out  that  the  citizens  of  the 
State  of  Utah  have  been  paying  both  individual,  personal  income  taxes, 
and  corporate  income  taxes  since  the  middle  thirties,  so  welcome  to  the 
clan ;  welcome  to  the  club. 

Governor  Gilligan.  Glad  to  be  there,  sir.  It  took  a  struggle,  but  we 
made  it. 

Senator  Curtis.  Mr.  Chairman,  one  more  question. 

Governor  Sargent  yesterday,  in  reference  to  his  proposal  that  we 
increase  H.E.  1  by  about  $10  billion  a  year,  said  that  he  preferred  to 
pay  that  by  means  of  a  Federal  deficit  rather  than  increased  Federal 
taxes.  What  would  be  your  position  ? 

Governor  Gilligan.  Sir,  I  don't  know  that  I  would  be  ready  to  pro- 
pose any  increase  in  the  Federal  deficit  already  projected  by  President 
Nixon,  which  has  reached  rather  breathtaking  proportions,  but  I  would 
say  that  increased  Federal  taxation  is  obviously  the  answer.  The  peo- 
ple of  this  Nation  have  the  wealth  to  do  what  is  needed,  so  let's  do  it. 

Senator  Curtis.  So  the  increases  in  Federal  welfare  costs  that  you 
propose,  your  recommendation  to  this  committee,  would  be  to  accom- 
pany it  with  the  necessary  increased  taxes  ? 
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Governor  Gilligan.  In  general,  yes.  I  would  like  to  examine  the 
proposition  in  greater  detail  as  you  address  yourself  to  the  problems 
of  Federal  tax  structures  and  so  forth,  but  in  general,  yes. 

Senator  Curtis.  That  is  all,  Mr.  Chairman. 

The  Chairman.  Governor,  I  want  to  commend  you  for  what  you 
have  to  say  here  in  support  of  providing  jobs  to  people.  It  seems  to 
me  that  we  have  now  reached  the  point  where,  in  fairness,  if  we  have 
large  numbers  of  people  out  of  work,  it  is  mainly  because  we  weren't 
wise  enough  to  devise  policies  that  would  give  those  people  an  employ- 
ment opportunity. 

I  say  that  recognizing  there  are  a  lot  of  jobs  that  people  won't  take 
either  because  they  don't  pay  enough  or  don't  have  sufficient  dignity, 
matters  of  that  sort,  and  perhaps  we  can  do  something  about  that. 

But,  at  this  point,  I  would  think  that  the  overwhelming  majority  of 
the  American  people  do  not  agree  that  you  ought  to  guarantee  a  per- 
son a  wage  whether  he  works  or  not.  I  would  say  the  overwhelming 
majority,  probably  80  percent,  would  agree  that  every  person  who 
wants  to  work  ought  to  be  provided  an  opportunity  to  work.  I  believe 
they  would  say  that  the  Government  ought  to  assume  the  burden  of 
finding  work  for  them. 

Anybody  who  wants  to  take  a  position  to  the  contrary,  I  think,  is 
privileged  to  do  so,  but  he  will  be  out  of  step  with  the  thinking  of  the 
overwhelming  majority  of  the  people  in  this  country. 

What  has  concerned  me  about  this  proposal  of  the  President  from 
the  beginning  has  been  that  he  was  talking  about  asking  people  to 
register.  To  me,  we  ought  to  ask  them  to  take  a  job  and  then  when 
they  take  the  job  if  they  are  not  making  enough  we  will  add  some- 
thing to  what  they  are  making,  so  that  you  are  doing,  as  Senator 
Kibicoff  suggested  you  might  be  doing  for  farmers  or  for  others ;  you 
are  supplementing  their  income. 

I  applaud  you  for  what  you  apparently  have  done  in  your  State  to 
try  to  followthrough  on  that  concept  anyway,  to  give  your  people  an 
opportunity  to  work  for  a  living. 

Do  you  like  the  idea  of  trying  to  provide  the  jobs  and  then  if  need 
be  supplementing  whatever  those  jobs  pay  rather  than  simply  asking 
a  person  to  register  and  put  him  on  the  welfare  without  the  job  ? 

Governor  Gilligan.  Yes,  sir ;  I  certainly  do,  and  it  is  a  concept,  as 
you  know,  that  was  at  least  implicitly  embodied  in  the  preamble  to 
the  1946  Full  Employment  Act  that  every  American  was  going  to  be 
given  an  opportunity  by  the  Federal  Government,  if  necessary,  for  a 
job  if  he  were  ready  to  take  it  at  a  living  wage,  at  a  wage  that  would 
enable  him  to  live  in  dignity  and  raise  a  family.  It  is  a  pledge  we  have 
not  kept. 

The  Chairman.  Now,  if  my  vote  would  do  it,  we  would :  (1)  try  to 
provide  enough  jobs  in  the  private  employment  sector;  and  (2)  failing 
that,  provide  funds  to  the  Stages,  to  the  local  governments,  to  pick  up 
the  slack  and  provide  public  service  jobs  where  there  are  no  other 
jobs  available  and  for  those  who  can't  work  we  would  provide  a  higher 
level  of  assistance  and  assume  the  burden  of  finding  the  money  to  pay 
for  all  that. 

Now,  I  have  my  doubts  that  we  ought  to  take  enthusiastic  persons 
like  yourself  and  your  administrator  sitting  there  completely  out  of 
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the  picture  by  total  Federal  administration.  To  me  it  has  much  more 
appeal  for  us  to  find  the  money  to  pay  for  this  and  to  continue  State 
administration  insofar  as  the  State  administrators  can  do  the  job. 

I  know  as  far  as  providing  aid  to  these  people  they  will  get  it  a  lot 
sooner  if  we  would  use  the  same  offices  and  the  same  personnel  who 
have  been  interviewing  these  people  and  who  have  a  file  on  what  their 
needs  are,  to  get  the  help  through  to  them,  than  it  would  be  to  start 
all  over  again  by  having  to  hire  80,000  employees  and  establish  100 
offices  in  Louisiana.  We  are  about  the  size  of  the  average  State,  so 
multiply  that  by  50— that  means  50,000  offices.  Then  try  to  find  people, 
slot  them  in  the  right  positions,  engage  in  the  personality  conflicts  that 
will  arise  because  you  have  people  in  the  Federal  Government  who 
don't  want  somebody  in  State  government  to  have  the  same  position 
in  the  Federal  hierachy  because  he  couldn't  agree  with  him  in  previous 
years.  I  should  think  that  we  would  do  better  where  the  States  have 
what  it  takes  to  administer  this,  to  simply  provide  the  funds  and  have 
State  administration  to  do  it. 

How  does  that  appeal  to  you  ? 

Governor  Gilligan.  Sir,  I  think  it  matters  very  little  whether  the 
employees — and  we  have  a  very  great  many  very  dedicated,  very  ex- 
perienced, very  hard  working  people  in  our  welfare  department  all 
over  the  State  of  Ohio  headed  by  Mr.  Hansan  here — are  in  the  Fed- 
eral employ  or  in  the  employ  of  the  State  of  Ohio. 

If  the  Federal  Government  wants  to  set  down  some  reasonably  sim- 
ple guidelines,  determining  eligibility,  setting  benefit  levels,  letting 
these  people  go  to  work  and  give  us  the  money  to  do  the  work,  I  am 
sure  we  can  get  a  very  good  job  done. 

I  think  that  what  has  happened  inadvertently  over  the  years  has 
been  the  growth  of  this  complexity  of  categorical  programs  and  the 
very  kinds  of  regulatory  interpretations,  judicial  interpretations  and 
so  forth,  about  which  you  were  commenting  this  morning,  which  have 
made  such  a  bureaucratic  jungle  out  of  this  whole  program  that  the 
very  hard  working,  very  dedicated  people  at  both  the  Federal  and 
State  levels  of  government  are  unable  to  make  work  for  the  benefit 
of  the  people  of  the  United  States. 

So  simplifying,  collecting  it  up,  properly  funding  it — if  we  ac- 
complish those  goals,  then  whether  or  not  the  people  in  the  vineyard 
are  actually  working  for  the  State  of  Ohio  or  for  the  Federal  Govern- 
ment is  of  less  importance  than  it  is  today. 

The  Chairman.  Would  you  agree  with  me  that  it  is  probably  bet- 
ter rather  than  putting  a  person  on  the  welfare  rolls  and  then  trying 
to  make  that  person  take  the  job,  and  I  am  speaking  now  of  the  so- 
called  working  poor,  it  is  better  to  make  jobs  available  and  then  tell 
the  person  this  is  a  program  for  the  working  poor  and  he  becomes 
eligible  only  when  he  has  accepted  some  job  rather  than  our  trying  to 
assume  the  burden  of  forcing  him  to  take  some  job  and  after  he  is 
already  on  the  rolls  ? 

Governor  Gilligan.  Yes,  sir ;  I  would  say  the  greatest  thing  possi- 
ble would  be  to  confront  him  with  the  job : 

Here  is  your  chance ;  go  take  it.  If  you  can't  make  it  for  one  reason  or  another, 
we  will  backstop  you  and  we  will  help  you  out.  Here  is  your  job  and  go  to  it. 
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The  Chairman.  Well,  thank  you  very  much  Governor,  I  think  you 
made  a  very  fine  statement. 

Senator  Ribicoff.  Mr.  Chairman,  I  just  want  to  say  I  am  very 
excited  about  the  prospect  of  how  you  and  I  are  rushing  toward  each 
other's  arms  on  this.  [Laughter.] 

I  think  the  chairman  makes  a  point  that  has  convinced  me,  too,  that 
I  was  not  convinced  of  before,  in  other  words,  what  he  is  saying  to  you : 

I  would  rather  have  that  Governor  Gilligan  in  Ohio  be  responsive  to  make 
sure  this  works  than  have  one  of  80,000  bureaucrats  directed  from  Washington. 

I  think  that  is  what  the  chairman  is  saying  here  and  I  think  that 
with  broad  guidelines  and,  as  I  have  been  indicating,  these  168  poverty 
programs  this  must  be  driving  you  people  absolutely  nuts  back  in 
the  State? 

Governor  Gilligan.  Yes,  sir. 

Senator  Ribicoff.  And  you  wonder  with  all  the  billions  being  spent 
what  are  they  producing.  If  we  could  take  a  big  chunk  of  the  money, 
as  other  members  are  worrying  about,  including  myself,  where  do 
we  get  the  money  for  this,  and  I  see  that  a  great  deal  of  the  money 
that  will  be  needed  to  put  in  a  program  for  the  working  poor  with 
jobs  and  public  service  jobs  and  implementing  the  working  poor,  can 
be  found  in  many  of  these  categorical  grants  which  look  good  on 
paper  but  take  nobody  off  poverty  and  out  of  poverty. 

Governor  Gilligan.  I  would  agree,  sir. 

The  Chairman.  Well,  there  is  one  thought  that  occurs  to  me,  Gov- 
ernor, and  that  is,  we  already  are  providing  the  cities  a  substantial 
amount  of  money  to  help  put  people  to  work  where  they  can  use  them 
effectively.  Now,  what  would  be  your  thought  toward  requiring  at 
least  a  certain  portion  of  those  jobs  be  made  available,  to  persons 
whose  families  either  are  on  welfare  or  would  be  on  welfare  if  they 
didn't  have  that  job? 

Governor  Gilligan.  Senator,  you  have  touched  a  very  sensitive 
nerve,  a  matter  that  is  under  constant  discussion  in  our  administration. 
Mr.  Hansan  has  said,  as  welfare  director  of  the  State  of  Ohio,  when 
these  emergency  funds  and  others  have  been  made  available,  that  a 
good  deal  of  that  money  ought  to  be  diverted  to  taking  people  on 
welfare  and  putting  them  to  work. 

But  when  the  funds  flow  in  as  they  did  recently  under  the  emer- 
gency public  employment  act,  directly  to  the  cities,  then  they  go, 
for  instance,  to  the  mayor  of  Cleveland  who  has  seen  2,000  of  his  em- 
ployees fired  in  the  last  year.  Obviously,  the  first  people  he  is  going 
to  put  back  on  when  he  gets  a  few  dollars  are  the  200  people  that  the 
Federal  largesse  now  provides  to  him,  so  there  were  no  people  taken 
off  welfare  in  Cleveland  or  the  other  major  urban  centers  in  Ohio 
by  the  Emergency  Public  Employment  Act.  All  that  money  was  being 
used  for  was  to  hire  back  employees — trained,  dedicated  employees — 
who  had  been  fired  because  of  a  dearth  of  municipal  funds  at  the 
local  level. 

So  those  are  actually  the  proportions,  Mr.  Chairman;  they  fired 
something  like  2,000  people  in  Cleveland  and  the  Federal  funds  en- 
abled them  to  get  200  back. 


1115 


So,  far  from  eliminating  or  even  taking  care  of  even  those  they  had 
fired,  they  never  got  into  the  enormous,  the  absolutely  enormous,  un- 
employment backlog  in  Cleveland;  so  it  is  going  to  require  a  great 
deal  more  effort  than  that. 

The  Chairman.  Well,  it  seems  to  me,  though,  if  our  purpose  is  to 
provide  support  for  these  poor  families  in  providing  these  job  oppor- 
tunities, we  would  do  well  to  earmark  or  require  at  least  half  these 
jobs  be  made  available  to  people  who  had  these  families,  because 
otherwise,  as  desirable  as  it  is  to  help  persons  who  don't  have  that 
problem  finding  employment,  we  are  passing  up  the  chance  to  put 
people  in  the  jobs  who  can  support  the  families. 

I  would  like  to  have  a  comment  from  your  administrator.  He  is 
nodding. 

Mr.  Hansen.  I  would  agree  100  percent.  But  the  only  problem  is 
that  when  you  have  scarce  jobs,  whether  it  is  a  welfare  client  or  the 
persons  who  soon  will  be,  it  becomes  academic.  The  Governor's  com- 
ment about  the  Emergency  Employment  Act  is  so  true  because  most 
of  the  people  who  were  employed  under  that  were  better  trained  and 
better  educated  than  any  of  us  had  any  reason  to  expect.  They  were 
not  marginal  employees;  they  were  really  first  rate  men  and  women 
who  were  out  of  a  job  for  a  considerable  length  of  time  and  the  wel- 
fare rolls  are  swelling  with  the  marginal  workers,  so  that,  as  the 
Governor  said  in  his  testimony,  what  we  need  then  is  a  massive  num- 
ber of  new  jobs  from  some  source. 

The  Chairman.  Well,  of  course,  everybody  has  his  own  economic 
theories  but  to  me  it  is  economic  waste  when  you  have  able  bodied 
people  who  are  able  to  make  a  contribution  either  to  clean  up  the  place 
or  to  build  new  roads,  provide  new  facilities  for  the  public,  new  serv- 
ices, to  have  those  people  sitting  around  idle  in  a  demoralized  situation 
when  you  could  have  those  people  constructively  creating  new  wealth 
and  providing  new  services  as  well  as  a  better  environment  for  them- 
selves and  their  neighbors.  We  will  certainly  propose  in  connection 
with  this  bill  that  funds  be  made  available  to  put  people  to  work. 

Governor  Gilligan.  Mr.  Chairman,  let  me  give  you  just  one  little 
tiny  example  of  that.  I  am  responsible,  as  the  Governor  of  the  State 
of  Ohio,  for  8,000  mentally  retarded  children  in  the  State  who  have 
become  the  wards  of  the  State.  By  and  large,  they  are  kept  in  institu- 
tions in  the  State  of  Ohio  that  it  would  be  hard  for  any  of  us  sitting 
here  to  imagine. 

Forty-six  mentally  retarded  children,  for  instance,  in  a  ward,  with 
two  women  attendants,  children  who  are  severely  retarded,  who  can- 
not sit  up  straight,  cannot  feed  themselves,  cannot,  of  course,  dress 
themselves;  they  are  not  toilet  trained,  lying  in  their  own  excrement 
while  these  two  women  attendants  try  to  get  around  from  one  to  the 
other  of  46.  We  could  use  hundreds,  literally  hundreds  of  women  to 
go  into  those  institutions  to  give  the  kind  of  tender,  loving  care  that 
those  children  need;  and  they  don't  need  a  degree  from  MIT  to  do 
that  job. 

We  can't  get  the  work  done.  Those  children  are  suffering  needlessly. 
The  women  are  sitting  around  idle ;  the  work  isn't  being  done.  I  could 
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multiply  that  example  1,000  times  over,  but  that  is  what  I  am  talking 
about.  It  need  not  be  the  production  of  aspirin  tablets  or  deodorant 
cosmetics  only.  It  can  be  people-to-people  work  that  needs  doing  for 
a  better  society  for  all  of  them. 

The  Chairman.  Thank  you  very  much  for  your  statement, 
Governor. 

The  committee  will  meet  at  10  o'clock  tomorrow. 
(Whereupon,  at  4 :20  p.m.,  the  hearing  was  adjourned,  to  reconvene 
at  10  a.m.,  Wednesday,  January  26,  1972.) 
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THE   SECRETARY  OF   HEALTH,  EDUCATION,  AND  WELFARE 
WASHINGTON,  D.  C  20201 


1972 


Senator  Russell  B.  Long 
United  States  Senate 
Washington,  D.  C.  20510 

Dear  Senator  Long: 

Thank  you  for  your  recent  letter  in  which  you  requested  the 
Department's  views  on  the  testimony  of  Mr.  Samuel  A.  Weems, 
Prosecuting  Attorney  for  the  Seventeenth  Judicial  District  of 
the  State  of  Arkansas.     We  are  happy  to  have  the  opportunity 
to  respond  to  Mr.  Weems'  testimony. 

As  the  enclosed  information  indicates,  the  charges  which  Mr.  Weems 
made  are  unjustified.     Department  regulations  have  not  hampered 
prosecution  of  suspected  welfare  fraud,  desertion,  or  child 
support  cases.     On  the  contrary,  you  will  note  that  HEW  regula- 
tions require  State  welfare  officials  to  cooperate  with  law 
enforcement  officers  in  cases  in  which  fraud  or  desertion  are 
suspected  or  in  which  the  paternity  of  a  child  born  out  of 
wedlock  must  be  established.     State  welfare  agencies  are  also 
required  to  report  to  law  enforcement  officials  all  cases  in- 
volving suspected  fraud,  desertion  or  abandonment.  Disclosure 
of  relevant  information  about  a  particular  suspected  case  of 
fraud  identified  by  law  enforcement  officials  is  also  permitted. 
A  general  suspicion  of  fraud  in  a  welfare  program,  however,  does 
not  warrant  a  fishing  expedition  into  welfare  case  information 
by  law  enforcement  officials;  such  disclosure  would  clearly 
violate  Congressional  intent  to  protect  welfare  recipients  from 
unjustified  public  exposure. 

I  feel  compelled  to  point  out  that  the  structure  of  the  present 
welfare  system  makes  consistent  enforcement  of  regulations  very 
difficult.     Varying  interpretations  of  regulations  as  well  as 
alternative  methods  of  implementing  regulations  may  occur  among 
the  States.     The  Department  recognizes  these  problems  and  believes 
that  the  welfare  system  proposed  in  H.R.  1  would  greatly  alleviate 
them.     A  federalized  welfare  system  would  standardize  the  handling 
and  control  of  welfare  fraud.     As  you  know,  strict  procedures  for 
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determining  eligibility  and  income  such  as  using  social  security 
numbers,  verifying  allegations,  and  intensive  personal  interviews 
would  minimize  the  possibility  of  ineligibles  becoming  recipients, 
while  validation  and  review  control  would  curb  other  types  of 
welfare  fraud.    Moreover,  in  addition  to  penalties  for  fraud, 
H.R.  1  also  provides  penalties  for  interstate  flight  to  avoid 
parental  responsibility. 

With  warm  regard, 


Sincerely 


Secretary 


Enclosure 


cc : 

Senate  Finance  Committee  Members 
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MEMORANDUM 


DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE 
SOCIAL  AND  REHABILITATION  SERVICE 
Office  of  the  Administrator 


DATE:    January  28,  1972 


TO: 


The  Secretary 


FROM: 


Administrator 

Social  and  Rehabilitation  Service 


SUBJECT: 


Comments  on  testimony  of  Samuel  A.  We ems  before  the  Senate 
Finance  Committee  on  January  21 


You  have  asked  me  to  respond  to  certain  aspects  of  the  testimony  given  by 
Samuel  A.  We ems  before  the  Senate  Finance  Committee  on  January  21,  partic- 
ularly those  parts  which  concern  HEW's  policy  toward  disclosure  of  information 
to  local  law  enforcement  officials  in  cases  where  welfare  fraud  is  suspected. 
The  testimony  does  not  accurately  describe  the  Federal  laws  or  HEW's 
regulations  concerning  the  disclosure  of  information  relating  to  welfare 
recipients.    There  may  also,  however,  be  some  misunderstanding  by  State 
welfare  agencies  of  HEW's  policy  in  this  area,  and  copies  of  this  memo 
will  be  sent  to  all  HEW  regional  offices  so  that  any  erroneous  impressions 
can  be  cleared  up. 


As  a  condition  of  receiving  Federal  welfare  funds,  the  Social  Security 
Act  requires  each  State  welfare  agency  to  undertake  to  "provide  safeguards 
which  restrict  the  use  or  disclosure  of  information  concerning  applicants 
and  recipients  to  purposes  directly  connected  with  the  administration  of 
the  State  [welfare)  plan."    (Tab  la).    Each  public  assistance  title  of  the 
Federal  statute  contains  a  similar  provision.    The  HEW  regulations  which 
implement  this  statutory  requirement  elaborate  on  those  words,  but  do  not 
impose  any  condition  on  disclosure  of  information  which  cannot  be  fairly 
inferred  from  Congress1  general  interest  in  preserving  the  confidentiality 
of  welfare  case-files.     (Tab  lb). 


a.    Disclosure  required  under  mandatory  fraud  referral  procedures. 
HEW's  regulations  specifically  require  State  welfare  agencies  to  cooperate 
with  law  enforcement  officials  in  developing  procedures  for  referral  of 
situations  in  which  the  existence  of  welfare  fraud  is  suspected  by  the 
welfare  agency  itself,     (Tab  2a) •    Under  such  procedures,  of  course,  the 
State  welfare  agency  has  an  affirmative  obligation  to  disclose  to  law 
enforcement  authorities  all  information  it  has  concerning  a  welfare  recipient 
which  is  pertinent  to  the  question  of  welfare  fraud. 


I.    Federal  law  and  regulations  governing  disclosure 
in  the  welfare  area. 


II.    Rules  on  disclosure  in  cases  of  suspected 
welfare  fraud. 


Welfare  fraud  can  sometimes  take  the  form  of  a  false  claim  of 
desertion  by  the  father.    Federal  law  and  HEW's  regulations  expressly 
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provide  that,  in  all  cases  where  a  recipient  claims  desertion,  the  State 
must  so  advise  the  authorities  and  supply  relevant  information,     (Tab  2b). 
The  data  which  States  must  give  to  law  enforcement  officials  under  this 
requirement  may  well  lead  to  the  detection  of  welfare  fraud  involving  a 
supposedly  absent  father  who  is  really  in  the  home. 

b.  Disclosure  permitted  in  other  cases  of  suspected  welfare  fraud. 
Although  a  well-run  State  welfare  program  should  turn  up  most  cases  of 
welfare  fraud,  it  is  not  possible  for  the  State  or  local  welfare  agency 

to  identify  all  such  cases.    Where  law  enforcement  officials  identify  a 
case  of  suspected  welfare  fraud  which  has  gone  undetected  by  the  welfare 
agency  and  wish  to  take  action,  there  is  no  Federal  statutory  provision 
or  HEW  regulation  which  prevents  the  State  welfare  agency  from  disclosing 
information  bearing  on  the  question  of  welfare  fraud  to  those  officials. 
Disclosure  of  information  unrelated  to  the  suspected  fraudulent  conduct 
is,  of  course,  both  unnecessary  and  undesirable,  and  the  welfare  agency 
therefore  has  the  responsibility  to  make  available  from  the  case-file  only 
such  information  as  is  needed  for  the  investigation  of  the  fraudulent  activity 
in  question.    Also,  it  would  be  administratively  disruptive  and  a  violation 
of  the  legislatively-mandated  principle  of  confidentiality  to  permit  unlimited 
access  to  all  case-files  when  the  law  enforcement  officials  have  no  specific 
instance  of  welfare  fraud  in  mind,  but  merely  suspect  that  such  fraud  exists 
generally  in  the  program. 

c.  Federal  provisions  related  to  paternity  and  chi Id- support ; 
enforcement  activity  unrelated  to  disclosure  of  welfare  case-files.  State 
welfare  agencies  are  required  by  Federal  law  and  HEW  regulations  to  develop 
programs  to  establish  the  paternity  of  illegitimate  child  welfare  recipients 
and  to  locate  and  secure  support  from  parents  who  desert  or  abandon  their 
children.     (Tab  2c). 

There  is  no  Federal  law  or  HEW  regulation  which  prohibits  a 
law  enforcement  official  from  making  any  inquiries  he  chooses  from  any 
source  of  information,  including  friends  and  neighbors,  concerning  an 
individual's  suspected  fraud  on  the  welfare  system.    Moreover,  I  am  aware 
of  no  informal  policy  to  discourage  the  making  of  such  inquiries. 

d.  Advice  given  by  HEW1 s  Dallas  Regional  Office.    A  few  months  ago, 
HEW's  Dallas  Regional  Office  gave  certain  advice  to  the  Arkansas  State 
welfare  agency  concerning  the  Federal  laws  and  regulations  on  disclosure 
of  information  by  the  State  welfare  agency  in  cases  of  suspected  welfare 
fraud.    That  advice  was  in  no  way  inconsistent  with  what  I  have  said  above. 
I  do  not  know  what  interpretation  has  been  given  that  advice  by  State  and 
local  officials  in  Arkansas.    Therefore,  I  am  directing  the  Dallas  Regional 
Office  to  contact  the  appropriate  Arkansas  welfare  officials  to  reiterate 
HEW's  position  on  disclosure  in  accordance  with  the  views  I  have  expressed 
herein. 
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III.  Conclusion 


I  am  distressed  that  Mr.  Weems  considers  HEW  uninterested  in  or, 
indeed,  actively  opposed  to  the  cooperation  of  State  welfare  agencies  in 
the  investigation  and  prosecution  of  welfare  fraud.    The  facts,  as  I  have 
indicated,  are  to  the  contrary.    Ironically,  a  problem  reported  by  many 
State  welfare  agencies  involves  lack  of  interest  on  the  part  of  State  law 
enforcement  authorities  in  following  up  on  fraud-related  information 
provided  to  them  by  welfare  employees.     (Tab  3,  pp  29-31).    This  problem 
can  often  be  reduced  by  improved  procedures  in  the  welfare  agency,  such 
as  the  hiring  of  more  personnel  trained  in  fraud  investigation  who  can 
devote  all  or  a  large  part  of  their  time  to  this  activity.    I  am  advised, 
and  Mr.  Weems1  testimony  confirms  this,  that  Arkansas*  welfare  agency  has 
increased  the  number  of  employees  engaged  in  the  identification  and 
preparation  of  welfare  fraud  and  related  cases.    While  not  all  of  the  21 
lawyers  referred  to  by  Mr.  Weems  are  employed  full-time  by  the  agency,  the 
permanent  staff  of  9  lawyers  represents  a  significant  commitment  of  manpower 
to  the  combatting  of  this  very  serious  problem,  and  I  would  hope  that  the 
results  will  be  equally  significant. 


Enclosures 
Tab  la 
Tab  lb 
Tab  2  a 
Tab  2b 
Tab  2  c 
Tab  3 
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social  security  act — §  2(a) 
State  Old- Age  and  Medical  Assistance  Plans 

Sec.  2.  (a)  A  State  plan  for  old-age  assistance,  or  for  medical  assistance  for 
the  aged,  or  for  old-age  assistance  and  medical  assistance  for  the  aged  must — 

(1)  provide  that  it  shall  be  in  effect  in  all  political  subdivisions  of  the 
State,  and,  if  administered  by  them,  be  mandatory  upon  them ; 

(2)  provide  for  financial  participation  by  the  State ; 

(3)  either  provide  for  the  establishment  or  designation  of  a  single  State 
agency  to  administer  the  plan,  or  provide  for  the  establishment  or  designation 
of  a  single  State  agency  to  supervise  the  administration  of  the  plan ; 

(4)  provide  for  granting  an  opportunity  for  a  fair  hearing  before  the 
State  agency  to  any  individual  whose  claim  for  assistance  under  the  plan  is 
denied  or  is  not  acted  upon  with  reasonable  promptness  ; 

(5)  provide  (A)5  such  methods  of  administration  (incuding  methods  re- 
lating to  the  establishment  and  maintenance  of  personnel  standards  on  a 
merit  basis,  except  that  the  Secretary  shall  exercise  no  authority  with  re- 
spect to  the  selection,  tenure  of  office,  and  compensation  of  any  individual 
employed  in  accordance  with  such  methods)  as  are  found  by  the  Secretary 
to  be  necessary  for  the  proper  and  efficient  operation  of  the  plan,  and  (B)  for 
the  training  and  effective  use  of  paid  subprofessional  staff,  with  particular 
emphasis  on  the  full-time  or  part-time  employment  of  recipients  and  other 
persons  of  low  income,  as  community  service  aides,  in  the  administration  of 
the  plan  and  for  the  use  of  nonpaid  or  partially  paid  volunteers  in  a  social 
service  volunteer  program  in  providing  services  to  applicants  and  recipients 
and  in  assisting  any  advisory  committees  established  by  the  State  agency  ;6 

(6)  provide  that  the  State  agency  will  make  such  reports,  in  such  form  and 
containing  such  information,  as  the  Secretary  may  from  time  to  time  require, 
and  comply  with  such  provisions  as  the  Secretary  may  from  time  to  time 
find  necessary  to  assure  the  correctness  and  verification  of  such  reports ; 

*  (7)  provide  safeguards  which  restrict  the  use  or  disclosure  of  information 
concerning  applicants  and  recipients  to  purposes  directly  connected  with  the 
administration  of  the  State  plan  ;7 

(8)  provide  that  all  individuals  wishing  to  make  application  for  assistance 
under  the  plan  shall  have  opportunity  to  do  so,  and 

******* 

[From  the  Federal  Register,  Vol.  36,  No.  40 — Saturday,  Feb.  27,  1971] 
[See  Part  204  for  Preamble  and  approval] 

§  205.50    Safeguarding  information. 

(a)  State  plan  requirements.  A  State  plan  under  title  I,  IV-A,  X,  XIV,  XVI,  or 
XIX  of  the  Social  Security  Act,  except  as  provided  in  paragraph  (b)  of  this  sec- 
tion, must  provide  that : 


5P.L.  90-248,  sec.  210(a)(1)(A),  deleted  "provide"  and  inserted  "provide  (A)". 

6P.L.  90-248,  sec.  210(a)(1)(B),  added  clause  (B)  :  effective  July  1,  1969,  or  on  such 
earlier  date  as  of  which  the  modification  of  the  State  plan  to  comply  with  this  amendment 
is  approved. 

7  This  requirement  has  in  effect  been  modified  by  sec.  618  of  the  Revenue  Act  of  1951,  65 
Stat.  569,  as  amended  by  sec.  141(e)  of  P.L.  87-543  effective  July  25,  1962.  Sec.  618  of 
the  Revenue  Act  of  1951  now  provides  : 

"No  State  or  any  agency  or  political  subdivision  thereof  shall  be  deprived  of  any  grant- 
in-aid  or  other  payment  to  which  it  otherwise  is  or  has  become  entitled  pursuant  to  title  I 
(other  than  section  3(a)  (3)  thereof),  IV,  X,  XIV,  or  XVI  (other  than  section  1693(a)  (3) 
thereof)  of  the  Social  Security  Act,  as  amended,  by  reason  of  the  enactment  or  enforcement 
by  such  State  of  any  legislation  prescribing  any  conditions  under  which  public  access  may 
be  had  to  records  of  the  disbursement  of  any  such  funds  or  payments  within  such  State,  if 
such  legislation  prohibits  the  use  of  any  list  or  names  obtained  through  such  access  to 
such  records  for  commercial  or  political  purposes." 

*The  other  public  assistance  titles  have  similar  provisions. 
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(1)  Pursuant  to  State  statute  which  imposes  legal  sanctions  : 

(i)  The  use  or  disclosure  of  information  concerning  applicants  and  recipi- 
ents will  be  limited  to  purposes  directly  connected  with  the  administration 
of  the  program.  Such  purposes  include  establishing  eligibility,  determining 
amount  of  assistance,  ana  providing  services  for  applicants  and  recipients. 

(ii)  The  State  agency  has  authority  to  implement  and  enforce  the  pro- 
visions for  safeguarding  information  about  applicants  and  recipients ; 

(iii)  Publication  of  lists  or  names  of  applicants  and  recipients  will  be 
prohibited. 

(2)  The  agency  will  have  clearly  denned  criteria  which  govern  the  types  of 
information  that  are  safeguarded  and  the  conditions  under  which  such  informa- 
tion may  be  released  or  used.  Under  this  requirement : 

(i)  Types  of  information  to  be  safeguarded  include  but  are  not  limited  to : 
(a)  The  names  and  addresses  of  applicants  and  recipients  and  amounts 

of  assistance  provided  (unless  excepted  under  paragraph  (b)  of  this  section)  ; 

(6)  Information  related  to  the  social  and  economic  conditions  or  circum- 
stances of  a  particular  individual ; 

(c)  Agency  evaluation  of  information  about  a  particular  individual; 

(d)  Medical  data,  including  diagnosis  and  past  history  of  disease  or  dis- 
ability concerning  a  particular  individual. 

(ii)  The  release  or  use  of  information  concerning  individuals  applying  for 
or  receiving  financial  or  medical  assistance  is  restricted  to  persons  or  agency 
representatives  who  are  subject  to  standards  of  confidentiality  which  are 
comparable  to  those  of  the  agency  administering  the  financial  and  medical 
assistance  programs. 

(iii)  The  family  or  individual  is  informed  whenever  possible  of  a  request 
for  information  from  an  outside  source,  and  permission  is  obtained  to  meet 
the  request.  In  an  emergency  situation  when  the  individual's  consent  for  the 
release  of  information  cannot  be  obtained,  he  will  be  notified  immediately 
therefter. 

(iv)  In  the  event  of  the  issuance  of  a  subpoena  for  the  case  record  or  for 
any  agency  representative  to  testify  concerning  an  applicant  or  recipient,  the 
court's  attention  is  called,  through  proper  channels  to  the  statutory  pro- 
visions and  the  policies  or  rules  and  regulations  against  disclosure  of 
information. 

(v)  The  same  policies  are  applied  to  requests  for  information  from  a  gov- 
ernmental authority,  the  courts,  or  a  law  enforcement  official  as  from  any 
other  outside  source. 

(3)  The  agency  will  publicize  provisions  governing  the  confidential  nature 
of  information  about  applicants  and  recipients,  including  the  legal  sanctions 
imposed  for  improper  disclosure  and  use,  and  will  make  such  provisions  available 
to  applicants  and  recipients  and  to  other  persons  and  agencies  to  whom  informa- 
tion is  disclosed. 

(4)  All  materials  sent  or  distributed  to  applicants,  recipients,  or  medical 
vendors,  including  material  enclosed  in  envelopes  containing  checks,  will  be  lim- 
ited to  those  which  are  directly  related  to  the  administration  of  the  program  and 
will  not  have  political  implications.  Under  this  requirement : 

(i)  Specifically  excluded  from  mailing  or  distribution  are  materials  such 
as  "holiday"  greetings,  general  public  announcements,  voting  information, 
alien  registration  notices ; 

(ii)  Not  prohibited  from  such  mailing  or  distribution  are  materials  in  the 
immediate  interest  of  the  health  and  welfare  of  applicants  and  recipients, 
such  as  announcements  of  free  medical  examinations,  availability  of  surplus 
food,  and  consumer  protection  information  ; 

(iii)  Only  the  names  of  persons  directly  connected  with  the  administra- 
tion of  the  program  are  contained  in  material  sent  or  distributed  to  appli- 
cants, recipients,  and  vendors,  and  such  persons  are  identified  only  in  their 
official  capacity  with  the  State  or  local  agency. 

(b)  Exception.  In  respect  to  a  State  plan  under  title  I,  IV-A,  X,  XIV,  or  XVI 
of  the  Social  Security  Act,  exception  to  the  requirements  of  paragraph  (a)  of 
this  section  may  be  made  by  reason  of  the  enactment  or  enforcement  of  State 
legislation,  prescribing  any  conditions  under  which  public  access  may  be  had 
to  records  of  the  disbursement  of  funds  or  payments  under  such  titles  within  the 
State,  if  such  legislation  prohibits  the  use  of  any  list  or  names  obtained  through 
such  access  to- such  records  for  commercial  or  political  purposes. 
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[See  Part  204  for  Preamble  and  approval] 

§235.110  Fraud. 

State  plan  requirements :  A  State  plan  under  title  I,  IV-A,  X,  XIV,  or  XVI  of 
the  Social  Security  Act  must  provide  : 

(a)  That  the  State  agency  will  establish  and  maintain : 

(1)  Methods  and  criteria  for  identifying  situations  in  which  a  question  of  fraud 
in  the  program  may  exist,  and 

(2)  Procedures  developed  in  cooperation  with  the  State's  legal  authorities  for 
referring  to  law  enforcement  officials  situations  in  which  there  is  valid  reason  to 
suspect  that  fraud  has  been  practiced.  The  definition  of  fraud  for  purposes  of 
this  section  will  be  determined  in  accordance  with  State  law. 

(b)  For  methods  of  investigation  of  situations  in  which  there  is  a  question  of 
fraud,  that  do  not  infringe  on  the  legal  rights  of  persons  involved  and  are  con- 
sistent with  the  principles  recognized  as  affording  due  process  of  law. 

(c)  For  the  designation  of  official  position (s)  responsive  for  referral  of  situ- 
ations involving  suspected  fraud  to  the  proper  authorities. 


Location  of  Absent  Parent 
(Citations  in  the  Social  Security  Act,  as  Amended) 

STATE  PLANS  FOR  AID  AND  SERVICES  TO  NEEDY  FAMILIES  WITH  CHILDREN 

Sec  402.  (a)  A  State  plan  for  aid  and  services  to  needy  families  with  children 
must  *  *  * 

(11)  effective  July  1,  1952,  provide  for  prompt  notice  to  appropriate  law- 
enforcement  officials  of  the  furnishing  of  aid  to  families  with  dependent  children 
in  respect  to  a  child  who  has  been  deserted  or  abandoned  by  a  parent  *  *  * 

(21)  provide  that  the  State  agency  will  report  to  the  Secretary,  at  such  times 
(not  less  often  than  once  each  calendar  quarter)  and  in  such  manner  as  the 
Secretary  may  prescribe — 

(A)  the  name,  and  social  security  account  number,  if  known,  of  each 
parent  of  a  dependent  child  or  children  with  respect  to  whom  aid  is  being 
provided  under  the  State  plan — 

(i)  against  whom  an  order  for  the  support  and  maintenance  of  such 
child  or  children  has  been  issued  by  a  court  of  competent  jurisdiction 
but  who  is  not  making  payments  in  compliance  or  partial  compliance 
with  such  order,  or  against  whom  a  petition  for  such  an  order  has  been 
filed  in  a  court  having  jurisdiction  to  receive  such  petition,  and 

(ii)  whom  it  has  been  unable  to  locate  after  requesting  and  utilizing 
information  included  in  the  files  of  the  Department  of  Health,  Edu- 
cation, and  Welfare  maintained  pursuant  to  section  205, 

(B)  the  last  known  address  of  such  parent  and  any  information  it  has 
with  respect  to  the  date  on  which  such  parent  could  last  be  located  at  such 
address,  and 

(C)  such  other  information  as  the  Secretary  may  specify  to  assist  in 
carrying  out  the  provisions  of  section  410 ; 


[From  the  Federal  Register,  vol.  36,  No.  40,  Saturday,  Feb.  27,  1971] 

[See  Part  204  for  Preamble  and  approval] — 

Part  235 — Administration  of  Financial  Assistance  Programs 

8.  Part  235  is  added  as  follows : 
Sec. 

235.70    Notice  to  law  enforcement  officials. 

Authority:  The  provisions  of  this  Part  235  issued  under  sec.  1102,  49  Stat. 
647,  42  U.S.C.  1302. 
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§  235.70   Notice  to  law  enforcement  officials 

State  plan  requirements :  A  State  plan  under  title  IV-A  of  the  Social  Security 
Act  must  provide  that : 

(a)  The  appropriate  law  enforcement  officials  will  be  notified  in  writing 
promptly  as  soon  as  AFDC  has  been  furnished  in  respect  to  a  child  who  is 
believed  to  have  been  deserted  or  abandoned  by  a  parent.  This  requirement  has 
no  effect  upon  the  determination  of  eligibility.  It  is  a  requirement  upon  the 
agency,  and  is  fulfilled  by  providing  the  following  information  after  a  family 
has  been  found  eligible  and  been  granted  assistance:  A  statement  that  AFDC 
has  been  furnished  (date)  to  relative  (name  and  address)  in  behalf  of  children 
(name  and  ages)  in  his  home,  who  appear  to  have  been  deserted  or  abandoned 
by  their  parent (s)  (name  and  address,  if  known).  Under  this  requirement,  the 
appropriate  law  enforcement  officials  are  those  responsible  for  initiating  actions 
in  cases  of  desertion  or  abandonment,  as  those  terms  are  defined  under  State  law. 

(b)  Criteria  will  be  established  for  the  selection  of  cases  in  which  notice  is 
given  to  law  enforcement  officials  that  AFDC  has  been  furnished  in  respect  to  a 
dependent  child  believed  to  have  been  deserted  or  abandoned  by  a  parent.  In 
fulfilling  this  requirement,  the  criteria  will  include  instructions  for  identification 
of  the  classes  of  persons  who,  under  State  law,  are  defined  as  parents  responsible 
for  support  of  minor  children,  and  against  whom  legal  action  may  be  taken  under 
such  laws  for  desertion  or  abandonment. 

(c)  All  applicants  affected  by  the  reporting  requirement  will  be  informed  as 
early  as  possible  during  the  application  process,  and  each  applicant  will  be  af- 
forded the  opportunity  to  withdraw  his  application,  if  he  wishes,  before  payment 
is  issued  and  the  required  notice  sent  to  the  law  enforcement  officials. 


Support 

(Citations  in  the  Social  Security  Act,  as  Amended) 

STATE  PLANS  FOR  AID  AND  SERVICES  TO  NEEDY  FAMILIES  WITH  CHILDREN 

Sec  402.  (a)  A  State  plan  for  aid  and  services  to  needy  families  with  children 
must  *  *  * 

(17)  provide — 

(A)  for  the  development  and  implementation  of  a  program  under  which 
the  State  agency  will  undertake — 

(ii)  in  the  case  of  any  child  receiving  such  aid  who  has  been  deserted 
or  abandoned  by  his  parent,  to  secure  support  for  such  child  from  such 
parent  (or  from  any  other  person  legally  liable  for  such  support),  util- 
izing any  reciprocal  arrangements  adopted  with  other  States  to  obtain 
or  enforce  court  orders  for  support,  and 

(B)  for  the  establishment  of  a  single  organizational  unit  in  the  State 
agency  or  local  agency  administering  the  State  plan  in  each  political  sub- 
division which  will  be  responsible  for  the  administration  of  the  program 
referred  to  in  clause  (A)  ; 

(18)  provide  for  entering  into  cooperative  arrangements  with  appropriate 
courts  and  law  enforcement  officials. 

(A)  to  assist  the  State  agency  in  administering  the  program  referred  to 
in  clause  (17)  (A),  including  the  entering  into  of  financial  arrangements 
with  such  courts  and  officials  in  order  to  assure  optimum  results  under  such 
program,  and 

(B)  with  respect  to  any  other  matters  of  common  concern  to  such  courts 
or  officials  and  the  State  agency  or  local  agency  administering  the 
State  plan  *  *  * 


Paternity 

(Citations  in  the  Social  Security  Act,  as  Amended) 

STATE  PLANS  FOR  AID  AND  SERVICES  TO  NEEDY  FAMILIES  WITH  CHILDREN 

Sec.  402.  (a)  A  State  plan  for  aid  and  services  to  needy  families  with  children 
must  *  *  * 

(17)  provide — 
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(A)  for  the  development  and  implementation  of  a  program  under  which 
the  State  agency  will  undertake — 

(i)  in  the  case  of  a  child  born  out  of  wedlock  who  is  receiving  aid  to 
families  with  dependent  children,  to  establish  the  paternity  of  such 
^  child  *  *  * 

(B)  for  the  establishment  of  a  single  organizational  unit  in  the  State 
agency  or  local  agency  administering  the  State  plan  in  each  political  sub- 
division which  will  be  responsible  for  the  administration  of  the  program 
referred  to  in  clause  (A)  ; 

(18)  provide  for  entering  into  cooperative  arrangements  with  appropriate 
courts  and  law  enforcement  officials 

(A)  to  assist  the  State  agency  in  administering  the  program  referred  to  in 
clause  (17)  (A),  including  the  entering  into  of  financial  arrangements  with 
such  courts  and  officials  in  order  to  assure  optimum  results  under  such  pro- 
gram, and 

(B)  with  respect  to  any  other  matters  of  common  concern  to  such  courts  or 
officials  and  the  State  agency  or  local  agency  administering  the  State 
plan  *  *  * 


[From  the  Federal  Register,  vol.  34,  No.  18,  Tuesday,  Jan.  28,  1969] 
Rules  and  Regulations 

(b)  The  State  plan  must  also  show  the  steps  to  be  taken  to  achieve  this  objec- 
tive, including  the  staffing  for  this  function. 

§  220.46   Reports  and  evaluations  (applicable  to  IV-A  and  B) 

Such  reports  and  evaluations  must  be  furnished  to  the  Secretary  as  he  may 
specify,  showing  the  scope,  results  and  costs  of  services  for  families  and  children. 

§220.47   Implementation:  local  agencies  and  service  contractors  (applicable  to 
IV-A  and  B) 

(a)  The  State  agency  must  have  methods  of  assuring  that  local  agencies  are 
meeting  the  plan  requirements,  and  where  services  are  purchased,  of  monitoring 
local  agencies  and  service  contractors  to  insure  that  the  plan  requirements  are 
being  met  and  funds  are  being  appropriately  and  effectively  used.  See  separate 
SRS  policy  governing  purchase  of  services. 

(b)  The  State  plan  must  also  describe  the  methods  to  be  used  to  carry  out  this 
requirement. 

§220.48    Establishing  paternity  and  securing  support  for  children  receiving 
aid  (applicable  to  IV-A) 

(a)  There  must  be  a  program  for  establishing  paternity  for  children  born  out- 
of-wedlock  and  for  security  financial  support  for  them  and  for  all  other  children 
receiving  AFDC  who  have  been  deserted  by  their  parents  or  other  legally  liable 
persons.  Efforts  must  be  made  to  locate  putative  and  absent  parents  and  there 
must  be  a  determination  of  their  potential  to  provide  financial  support.  There 
must  be  provision  for  the  utilization  of  reciprocal  arrangements  with  other  States 
to  obtain  or  enforce  court  orders  for  support.  There  must  be  a  single  staff  unit  in 
the  State  agency  and  in  large  local  agencies  to  administer  this  program.  (The 
files  of  the  Social  Security  Administration  are  available  to  the  State  agencies 
when  other  efforts  have  failed  to  provide  the  necessary  information  on  the  address 
of  a  parent. ) 

(b)  There  must  be  a  plan  of  cooperation  with  courts  and  law  enforcement 
officials  and  pertinent  information  must  be  provided  them  when  their  assistance 
is  needed  in  locating  putative  or  deserting  fathers,  establishing  paternity  and 
securing  support. 

(c)  In  developing  plans  for  cooperation  with  courts  and  law  enforcement 
officials,  there  must  be  agreement  that  the  information  provided  by  the  State  or 
local  agency  will  be  used  only  for  the  purpose  intended.  There  must  be  provision 
for  financial  arrangement  to  reimburse  courts  and  law  enforcement  officials  when 
it  is  found  necessary  for  them  to  undertake  services  beyond  those  usually  pro- 
vided in  such  cases. 

(d)  There  must  be  cooperation  with  other  State  welfare  agencies  administer- 
ing AFDC  in  locating  parents  of  an  AFDC  child  against  whom  a  support  petition 
has  been  filed  in  another  State  and  in  attempting  to  secure  compliance  by  a  parent 
now  residing  in  the  agency's  own  State. 
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(e)  Clearance  procedures  established  with  the  Internal  Revenue  Service  will 
be  used  in  respect  to  any  parents  of  AFDC  children  whose  location  is  unknown 
and  who  are  failing  to  comply  with  existing  court  orders  for  support  payments 
or  against  whom  petitions  for  orders  have  been  filed.  (See  separate  issuance 
related  to  these  procedures.) 

§  220.49   Other  plan  requirements  for  child  welfare  services  under  title  IV-B 
(Other  regulations  in  42  CFR  Part  201  still  pertain). 

(a)  Single  State  agency.  (1)  (i)  The  State  plan  shall  designate  a  State  agency 
as  the  single  agency  for  the  administration  of  the  plan  or  for  supervision  of  the 
administration  of  part  of  the  plan  by  local  agencies. 

(ii)  Effective  July  1,  1969,  the  State  plan  must  provide  that  the  State  agency 
responsible  for  the  State  plan  approved  under  title  IV-A  will  also  administer  or 
supervise  the  administration  of  the  plan  under  title  IV-B,  except  that 

(a)  If  on  January  2,  1968  the  State  agency  administering  the  plan  under  title 
IV-B  is  different  from  the  State  agency  responsible  for  the  State  plan  approved 
under  title  IV-A,  the  requirement  in  this  subdivision  (ii)  shall  not  apply  so  long 
as  such  agencies  are  different ; 

(b)  If  on  January  2,  1968  the  local  agency  administering  the  plan  approved 
under  title  IV-B  is  different  from  the  local  agency  administering  the  plan  ap- 
proved under  title  IV-A,  the  requirement  in  this  subdivision  (ii)  shall  not  apply 
with  respect  to  such  local  agencies  so  long  as  such  agencies  are  different. 

(2)  The  State  plan  shall  set  forth  the  authority  of  the  State  agency  under 
State  law  for  the  administration  of  the  program.  Where  there  is  administra- 
tion by  local  agencies  the  plan  shall  set  forth  the  legal  basis  for  such  admin- 
istration or  for  the  supervision  of  such  administration  by  the  State  agency.  Cita- 
tions to  all  directly  pertinent  laws  and  copies  of  all  interpretations  of  such  laws 
by,  appropriate  State  officials,  and  citations  to  all  directly  pertinent  interpreta- 
tions of  laws  by  courts,  shall  be  furnished  as  part  of  the  plan. 

(b)  Organization  for  administration.  The  State  plan  shall  describe  the  orga- 
nization of  the  State  agency  for  the  administration  of  the  plan  and  of  any  local 
agencies  engaged  in  such  administration.  It  shall  also  describe  the  methods  of  ad- 
ministration utilization  by  the  State  agency  in  the  administration  of  the  plan  and 
by  any  local  agencies  engaged  in  such  administration.  Where  there  is  adminis- 
tration by  local  agencies,  the  State  plan  shall  describe  the  nature  and  extent  of 
the  supervision  exercised  by  the  State  agency. 

(c)  Personnel  standards.  There  shall  be,  with  respect  to  the  employees  of  the 
State  agency  and  those  of  local  agencies,  personnel  administration  on  a  merit 
basis  which  shall  be  in  accordance  with  current  Federal  Standards  for  a  Merit 
System  of  Personnel  Administration  in  45  CFR  Part  70.  The  State  plan  shall 
contain  necessary  materials  relating  to  personnel  administration  to  permit  eval- 
uation for  compliance  with  the  said  Standards  for  a  Merit  System  of  Personnel 
Administration. 

(d)  Coordination  with  services  under  AFDC.  There  shall  be  coordination  be- 
tween child  welfare  services  and  services  in  AFDC  with  a  view  to  provision  of 
welfare  and  related  services  which  will  best  promote  the  welfare  of  such  children 
and  their  families. 

(e)  Reports.  The  State  plan  shall  provide  that  the  State  agency  will  make 
such  reports  with  respect  to  any  and  all  phases  of  the  State  program  of  child 
welfare  services  in  such  form  and  containing  such  information  as  the  Bureau 
may  find  necessary  to  assure  the  correctness  and  verification  of  such  reports. 

Subpart  B — Optional  Provisions 

§  220.50  General 

If  a  State  elects  under  title  IV-A  to  provide  services  for  additional  groups  of 
families  and  children,  i.e.,  current  applicants  or  former  or  potential  applicants 
and  recipients  of  public  assistance,  the  State  plan  : 

(a)  Must  identify  such  group  or  groups  and  specify  the  services  to  be 
made  available  to  such  group  ; 

(b)  Contain  provisions  committing  the  State  to  meet  the  requirements  in 
this  subpart ; 

(c)  Indicate  the  steps  to  be  taken  to  meet  those  requirements ;  and 

(d)  Provide  for  the  submission  of  such  implementation  and  progress  re- 
ports as  may  be  specified. 
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SERVICES  IN  AID  TO  FAMIUES  WITH  DEPENDENT  CHILDREN 

§  220.51    Range  of  optional  services 

(a)  The  Social  Security  Act  (sec.  406(d)  defines  the  full  range  of  family 
services  in  AFDC  as  follows :  "*  *  *  services  to  a  family  or  any  member  thereof 
for  the  purpose  of  preserving,  rehabilitating,  reuniting,  or  strengthening  the 
family,  and  such  other  services  as  will  assist  members  of  a  family  to  attain  or 
retain  capability  for  the  maximum  self-support  and  personal  independence." 

(b)  The  full  range  of  or  selected  family  services,  and  child  welfare  services  as 
defined  in  this  subpart,  may  be  included  except  for  those  services  excluded  in 
§  220.61. 

(c)  Following  are  types  of  selected  services : 

(1)  Child  care  services.  Child  care  services  provided  to  families  other  than 
those  required  in  §  220.15,  must  meet  the  standards  required  in  that  section. 

(2)  Elementary  assistance — services.  Emergency  assistance  in  the  form  of  serv- 
ices to  needy  families  with  children,  including  migrants,  may  be  provided.  Such 
services  must  be  planned  and  staffed,  so  as  to  assure  immediate  accessibility  and 
prompt  response,  and  separate  policy  instructions  relating  to  emergency  assist- 
ance must  apply.  ( These  separate  policies  do  not  apply  to  use  of  title  IV-B  funds. ) 

(3)  Educational  and  training  services.  Educational  and  training  services  may 
be  included  where  the  Work  Incentive  Program  has  not  been  initiated  in  a  local 
jurisdiction  or  is  inadequate  in  scope  or  size  to  meet  the  needs  of  recipients ;  or 
where  the  Work  Incentive  Program  has  been  initiated  and  there  is  an  agree- 
ment with  representatives  of  the  Labor  Department  that  these  services  are  not 
available  to  recipients.  Full  use  must  be  made  of  services  available  through 
the  Employment  Service. 

(4)  Legal  Services.  Legal  services,  in  addition  to  those  required  in  §220.25. 
may  be  included  for  families  desiring  the  help  of  lawyers  with  their  legal  prob- 
lems (see  separate  policies  governing  the  provision  of  such  services). 

§  220.52    Coverage  of  optional  groups  for  services. 

(a)  The  agency  may  elect  to  provide  services  to  all  or  to  reasonably  classified 
subgroups  of  the  following : 

(1)  Families  and  children  who  are  current  applicants  for  financial  assistance. 

(2)  Families  and  children  who  are  former  applicants  or  recipients  of  finan- 
cial assistance. 

(3)  Families  and  children  who  are  likely  to  become  applicants  for  or  recip- 
ients of  financial  assistance,  i.e.,  those  who : 

(i)  Are  eligible  for  medical  assistance,  as  medically  needy  persons,  under  the 
State's  title  XIX  plan. 

(ii)  Would  be  eligible  for  financial  assistance  if  the  earnings  exemption 
granted  to  recipients  applied  to  them. 

(iii)  Are  likely,  within  5  years,  to  become  recipients  of  financial  assistance. 

(iv)  Are  at  or  near  dependency  level,  including  those  in  low-income  neighbor- 
hoods and  among  other  groups  that  might  otherwise  include  more  AFDC  cases, 
where  services  are  provided  on  a  group  basis. 

(4)  All  other  families  and  children  for  information  and  referral  service  only. 

(b)  All  families  and  children  in  the  above  groups,  or  a  selected  reasonable 
classification  of  families  and  children  with  common  problems  or  common  service 
needs,  may  be  included. 

CHILD  WELFARE  SERVICES 

§  220.55    Range  of  optional  services  and  groups  to  be  served. 

(a)  The  Social  Security  Act  (sec.  425)  defines  the  full  range  of  child  welfare 
services  as  follows :  "*  *  *  public  social  services  which  supplement,  or  substitute 
for,  (1)  parental  care  and  supervision  for  the  purpose  of  preventing  or  remedying, 
or  assisting  in  the  solution  of  problems  which  may  result  in  the  neglect,  abuse,  ex- 
ploitation, or  delinquency  of  children.  (2)  protecting  and  caring  for  homeless, 
dependent,  or  neglected  children,  (3)  protecting  and  promoting  the  welfare  of  chil- 
dren of  working  mothers,  and  (4)  otherwise  protecting  and  promoting  the  welfare 
of  children,  including  the  strengthening  of  their  own  homes  where  possible  or, 
where  needed,  the  provision  of  adequate  care  of  children  away  from  their  homes 
in  foster  family  homes  or  day  care  or  other  child  care  facilities." 
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§  220.56    Day  care  services. 

(a) If  day  care  services  are  included  under  title  IV-B,  they  must  meet  the 
standards  required  in  §  220.18(c)  (2),  and  in  addition,  the  State  plan  must 
indicate  compliance  with  the  f  ollowing  : 

(1)  Cooperative  arrangements  with  State  health  and  education  agencies  to 
assure  maximum  utilization  of  such  agencies  in  the  provision  of  health  and  edu- 
cation services  for  children  in  day  care. 

(2)  An  advisory  committee  on  day  care  services  as  set  forth  in  §  220.4(b). 

(3)  A  reasonable  and  objective  method  for  determining  the  priorities  of  need, 
as  a  basis  for  giving  priority,  in  determining  the  existence  of  need  for  day  care, 
to  members  of  low-income  or  other  groups  in  the  population  and  to  geographical 
areas  which  have  the  greatest  relative  need  for  the  extension  of  day  care. 

(4)  Specific  criteria  for  determining  the  need  of  each  child  for  care  and  pro- 
tection through  day  care  services. 

(5)  Determination  that  day  care  is  in  the  best  interests  of  the  child  and  the 
family. 

(6)  Provision  for  determining,  on  an  objective  basis,  the  ability  of  families 
to  pay  for  part  or  all  of  the  cost  of  day  care  and  for  payment  of  reasonable  fees 
by  families  able  to  pay. 

(7)  Provision  for  the  development  and  implementation  of  arrangements  for  the 
more  effective  involvement  of  the  parent  or  parents  in  the  appropriate  care  of  the 
child  and  the  improvement  of  his  health  and  development. 

(8)  Provision  of  day  care  only  in  facilities  (including  private  homes)  which 
are  licensed  by  the  State  or  approved  as  meeting  the  standards  for  such  licensing. 

Subpart  C — Federal  Financial  Participation 
§  220.60  General. 

The  regulations  in  this  subpart  deal  separately  with  Federal  financial  partici- 
pation in  the  costs  of  services  under  the  AFDC  and  Child  Welfare  Services  pro- 
grams because  these  programs  have  different  legal  provisons  governing  the 
extent  of  Federal  funding.  However,  in  general  there  are  no  differences  in  the 
kinds  of  services  or  methods  of  providing  services  under  these  two  programs. 

§  220.61    Federal  financial  participation;  AFDC 

(a)  General.  Federal  financial  participation  is  available  in  expenditures,  as 
found  necessary  by  the  Secretary — 

(1)  For  the  proper  and  efficient  administration  of  the  plan  ; 

(2)  For  the  costs  of  providing  the  services  for  the  groups  of  families  and 
children ; 

(3)  For  carrying  out  the  activities  described  in  subparts  A  and  B  of  these 
regulations  that  are  included  in  the  approved  State  plan.  Such  participation 
will  be  at  the  rates  prescribed  in  this  subpart. 

(b)  Persons  eligible  for  service.  Federal  financial  participation  is  available  un- 
der this  section  only  for  services  provided  to  : 

(1)  A  child  or  relative  who  is  receiving  aid  under  the  plan  and  to  any  essen- 
tial person  living  in  the  same  household  as  such  relative  and  child. 

(2)  The  groups  defined  in  §  220.52:  current  applicants  for  aid,  former  and  po- 
tential applicants  or  recipients  and  other  individuals  requesting  information 
and  referral  service  only.  In  respect  to  any  child  or  relative  who  has  formerly 
been  an  applicant  for  or  recipient  of  aid,  counseling  and  casework  services  may 
be  provided.  Other  services  may  be  provided  only  to  those  children  or  relatives 
who  have  received  aid  within  the  previous  2  years  or  who  qualify  under  the  defi- 
nition of  potential  applicants  or  recipients. 

(c)  Sources  for  furnishing  services.  Federal  financial  participation  is  avail- 
able under  this  section  for  services  furnished  : 

(1)  By  State  or  local  agency  staff,  i.e.,  full-  or  part-time  employed  staff;  and 
volunteers,  or 

(2)  By  purchase,  contract,  or  other  cooperative  arrangements  with  public  or 
private  agencies  or  individuals,  provided  that  such  services  are  not  available 
without  cost  from  such  sources. 

(d)  Provisions  governing  costs  of  certain  services.  (1)  Medical  and  assistance 
costs.  Federal  financial  participation  under  this  section  will  not  be  available  in 
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expenditures  for  subsistence  and  other  assistance  items  or  for  medical  or  remedial 
care  or  services,  except 

(i)  For  subsistence  and  medical  care  when  they  are  provided  as  essential 
components  of  a  comprehensive  service  program  of  a  facility  and  their  costs 
are  not  separately  identifiable,  such  as,  in  a  rehabilitation  center,  a  day  care 
facility  or  a  maternity  home  ; 

(ii)  For  medical  and  remedial  care  and  services  as  part  of  family  planning 
services ; 

(iii)  For  required  medical  examinations  for  persons  caring  for  children 
under  agency  auspices,  when  not  otherwise  available  or  not  included  in  pur- 
chase arrangements ; 

(iv)  For  identifying  medical  problems  of  children  in  child  care  facilities; 

or 

(v)  For  medical  diagnosis  and  consultation  when  necessary  to  carry  out 
service  responsibilities,  e.g.,  for  recipients  under  consideration  for  referral 
to  training  and  employment  programs. 

(2)  Vocational  rehabilitation  services.  Federal  financial  participation  is  not 
available  in  the  costs  of  providing  services  for  the  disabled  as  defined  in  the 
Vocational  Rehabilitation  Act  except  pursuant  to  an  agreement  with  the  State 
agency  administering  the  vocational  rehabilitation  program.  This  applies  to  pro- 
vision of  services  by  staff  of  the  agency  and  purchase. 

(3)  Federal  financial  participation  is  available  in  the  costs  of  the  following: 

(1)  Staff  in  providing  services  related  to  foster  care,  i.e.,  recruitment,  study, 
and  approval  of  foster  family  homes,  services  to  children  in  foster  care  and 
their  parents,  and  work  with  foster  parents  and  staff  of  child-caring  institutions. 
Vendor  payments  for  foster  care  are  assistance  payments  and  are,  therefore,  not 
subject  to  the  service  rate  of  Federal  financial  participation. 

(ii)  Work  related  to  child  care  resources  to  be  used  by  the  agency,  i.e.,  the 
costs  of  staff  engaged  in  the  development,  recruitment,  study,  approval,  and  sub- 
sequent evaluation  of  out-of-home  child  care  resources,  except  the  costs  of  staff 
primarily  engaged  in  the  issuance  of  licenses  or  in  the  enforcement  of  standards ; 
study,  approval,  and  subsequent  evaluation  of  in-home  care  arrangements  ;  and  in 
the  provision  of  technical  assistance  to  improve  the  quality  of  child  care. 

(iii)  Services  provided  in  behalf  of  families  and  children,  e.g.,  community 
planning,  assuring  accessibility  to  entitled  services  resources ;  and  studies  of 
service  needs  and  results. 

(iv)  Certain  services  to  assist  individuals  to  achieve  employment  and  self- 
sufficiency  : 

(a)  Payments  for  additional  expenses  of  individuals  that  are  attributable  to 
their  participation  in  training  or  work  experience  projects,  e.g.,  transportation, 
lunches,  uniforms.  (Not  applicable  to  assistance  recipients  earning  wages,  in- 
cluding employment  or  on-the-job  training,  or  on  special  work  projects  under 
Work  Incentive  Program,  since  such  expenses  will  be  deducted  in  determining 
net  income. ) 

( b )  Medical  examinations  that  are  necessary  to  determine  physical  and  men- 
tal health  conditions  for  training  or  employment. 

( c )  Education  and  training  as  provided  in  §  220.51  (c)(3). 

(v)  Agency  staff  engaged  in  locating  and  planning  with  deserting  or  putative 
fathers ;  assessing  potentials  and  determining  appropriate  actions ;  developing 
voluntary  support;  assisting  relatives  to  file  petitions  for  the  establishment  of 
paternity ;  reuniting  families ;  and  cooperative  planning  with  appropriate  courts 
and  law  enforcement  officials. 

(e)  Kinds  of  expenses  for  whicK  Federal  financial  participation  is  available. 
(1)  Salary  and  travel  costs  of  service  workers  and  their  supervisors  giving  full- 
time  to  services  and  for  staff  entirely  engaged  (either  at  State  or  local  level)  in 
developing,  planning,  and  evaluating  services.  Where  a  full-time  service  worker 
also  carries  services  under  the  adult  categories,  the  portion  applicable  to  AFDC 
(IV-A)  is  at  AFDC  rates. 

(2)  Salary  costs  of  service-related  staff  such  as  supervisors,  clerks,  secre- 
taries, and  stenographers,  which  represent  that  portion  of  the  time  spent  in  sup- 
porting full-time  service  staff. 

(3)  Related  expenses  of  staff  performing  service  or  service-related  work 
under  subparagraph  (1)  or  (2)  of  this  paragraph  (e)  in  proportion  to  their  time 
spent  on  services,  such  as  communications,  equipment,  supplies  and  office  space. 

(4)  Definitions :  Applicable  to  staff  performing  service  functions. 
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(i)  Full-time  service  work,  (a)  Persons  performing  full  time  on  functions  re- 
lated to  the  provisions  of  service  means  persons  assigned  on  a  full-time  basis  to 
such  functions  (services  under  the  adult  categories  may  also  be  carried). 

(&)  It  is  not  necessary  to  maintain  daily  time  records  for  this  purpose  but  it  is 
expected  that  States  will  check  periodically  to  assure  that  persons  assigned  on  a 
full-time  basis  are  performing  substantially  on  this  basis. 

(c)  A  full-time  service  worker  can  be  expected  to  receive  questions  from  recipi- 
ents (and  former  or  potential)  related  to  eligibility  and  the  amount  of  payment 
or  medical  benefits  and  to  make  this  information  available  to  staff  responsible  for 
eligibility  and  related  functions.  Such  workers  may  not  carry  the  responsibility 
for  securing  information  or  taking  the  actions  in  respect  to  determining  initial 
and  continuing  eligibility  for  financial  or  medical  assistance  or  to  change  the 
amount  of  financial  assistance  being  provided. 

(ii)  Meaning  and  illustrations  of  service  work.  Service  work  means  activity  of 
staff  in  providing  the  services  and  carrying  out  the  related  responsibilities  speci- 
fied in  subparts  A  and  B.  This  includes  activities  of  such  staff  as  caseworkers, 
homemakers,  child  care  personnel,  Work  Incentive  Program  coordinators,  and 
community  planning  staff. 

(iii)  Meaning  and  illustrations  of  service-related  work.  Service-related  work 
means  activity  of  staff  other  than  service  workers  which  is  necessary  to  adminis- 
ter a  service  program  fully.  This  includes  secretaries,  stenographers  and  clerks 
serving  service  staff,  supervisors  of  service  workers  and  their  supervisors,  staff 
responsible  for  developing  and  evaluating  service  policies,  and  staff  collecting  and 
summarizing  financial  and  statistical  data  on  services,  either  at  the  State  or 
local  level. 

(iv)  Staff.  Staff  performing  service  or  service-related  work  includes  profes- 
sional, subprofessional  (e.g.,  recipients  and  other  workers  of  low  income),  and 
volunteer  staff. 

(5)  Other  expenses  related  to  the  provision  of  service  in  support  of  full-time 
service  staff,  including  a  portion  of  the  salary  costs  of  any  agency  person  (ex- 
cept the  service  workers  who  must  be  on  a  full-time  basis)  who  is  working  part 
time  on  service  functions  (either  at  the  State  or  local  agency  level).  Such  ex- 
penses include  the  portion  of  salary  costs  of  supervisors  related  to  supervision  of 
service  work,  a  portion  of  fiscal  costs  related  to  services,  a  portion  of  research 
costs  related  to  services,  a  portion  of  salary  costs  of  field  staff,  etc. 

(6)  Costs  of  services  purchased. 

(7)  Travel  and  related  costs  for  children  and  parents  to  obtain  consultation, 
medical,  and  other  services. 

(8)  Costs  of  State  and  local  advisory  committees  including  expenses  of  at- 
tending meetings,  supportive  staff  and  other  technical  assistance. 

(9)  Costs  of  administrative  and  supervisory  staff  attending  meetings  pertinent 
to  the  development  or  implementation  of  Federal  or  State  service  policies  and 
programs. 

(10)  Costs  of  operation  of  agency  facilities,  used  solely  for  the  provision  of 
services.  Costs  may  include  expenditures  for  staff ;  space,  including  minor  remodel- 
ing, heat,  utilities,  and  cleaning  furnishings ;  program  supplies,  equipment  and 
materials ;  food  and  food  preparation ;  and  liability  and  other  insurance  protec- 
tion. Costs  of  construction  and  major  renovations  are  not  matchable  as  services. 
Appropriate  distribution  of  costs  is  necessary  when  other  agencies  use  such  facili- 
ties for  the  provision  of  their  services,  such  as  in  comprehensive  neighborhood 
service  centers. 

(11)  Child  care  expenditures  for  WIN  participants  must  be  charged  as  a 
service  expenditure  and  separately  identified  since  Federal  funds  for  this  purpose 
come  from  a  separate  appropriation.  Child  care  expenditures  for  other  AFDC 
cases  may  be  charged  as  a  service  expenditure  or  included  as  a  financial  as- 
sistance expenditure  subject  to  matching  under  the  title  IV — A  formula,  depending 
on  how  the  State  plan  specifies.  Where  child  care  is  provided  as  a  service  the 
payment  may  be  made  either  to  the  vendor  of  the  service  directly  or  to  the  re- 
cipient for  payment  by  him.  In  either  case  documentation  is  needed  in  the  form 
of  statements  of  the  type  and  quantity  of  services  rendered  for  each  recipient 
(receipted  by  vendor  when  the  service  payment  is  made  directly  to  the  recipient) 
to  establish  the  fact  that  the  expenditure  was  for  services. 

(f)  Rates  of  Federal  financial  participation.  (1)  (i)  Federal  financial  partici- 
pation at  the  rate  of  85  percent  for  the  fiscal  year  ending  June  30, 1969,  and  at  the 
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75  percent  rate  for  subsequent  fiscal  years  is  available  for  the  service  costs  identi- 
fied in  paragraphs  (d)  and  (e)  of  this  section;  and  at  the  rate  of  75  percent 
for  all  expenses  related  to  emergency  services,  and  training  and  staff  development. 

(ii)  With  respect  to  Puerto  Rico,  the  Virgin  Islands,  and  Guam,  the  Federal 
share : 

(a)  For  services  and  training  and  staff  development  for  the  fiscal  year  ending 
June  30,  1969,  and  subsequent  years,  is  60  percent,  except  75  percent  for  emer- 
gency assistance  in  the  form  of  services. 

(&)  For  family  planning  services  and  referral  for  participation  under  the 
Work  Incentive  Program  for  any  fiscal  year  beginning  on  or  after  July  1,  1967 
to : 

(1 )  Puerto  Rico  shall  not  exceed  $2  million. 

(2)  The  Virgin  Islands  shall  not  exceed  $65,000. 

(3)  Guam  shall  not  exceed  $90,000. 

(2)  Time  limited  rates  are  applicable  to  certain  service  costs.  The  total  costs 
of  salaries  and  travel  of  workers  carrying  responsibility  for  both  services  and 
eligibility  functions  and  supervisory  costs  related  to  such  workers,  and  all  or 
part  of  the  salaries  of  supporting  secretarial,  stenographic,  or  clerical  staff  de- 
pending on  whether  they  work  full-time  or  part-time  for  the  workers  specified 
in  this  subparagraph  (2),  are  subject  to  the  following  rates  of  Federal  financial 
participation : 

(i)  75  percent  for  the  fiscal  year  ending  June  30,  1969  (57  percent  for  Puerto 
Rico,  the  Virgin  Islands,  and  Guam) . 

(ii)  For  the  fiscal  year  ending  June  30,  1970,  at  a  rate,  determined  in  accord- 
ance with  standards  and  methods  prescribed  by  the  Secretary  from  time  to  time, 
which  gives  due  regard  to  the  amount  of  services  furnished. 

( iii )  50  percent  for  all  subsequent  years. 

(3)  For  the  period  January  1,  1968,  through  June  30,  1968,  Federal  financial 
participation  is  available  at  the  75  percent  rate  for  expenditures  for  services 
included  in  a  State  plan  approved  under  the  service  policies  previously  in  effect, 
except  that  the  rate  of  85  percent  is  applicable  to  expenditures  for  services  fur- 
nished under  an  approved  plan  pursuant  to  section  402(a)  (14)  and  (15)  of  the 
Social  Security  Act.  However,  Federal  financial  participation  is  not  available  for 
the  purchase  of  service  prior  to  June  10,  1968,  from  sources  other  than  State 
agencies. 

(4)  Federal  financial  participation  at  the  50  percent  rate  is  available  in  the 
costs  of  the  following  activities  that  are  separate  from  but  relevant  to  the  costs 
of  services : 

(i)  Salaries  and  travel  of  staff  primarily  engaged  in  determining  eligibility 
and  their  supervisors  and  supporting  staff  (clerks,  secretaries,  stenographers, 
etc.). 

(ii)  Salaries  and  travel  of  staff  primarily  engaged  in  developing  eligibility 
provisions  and  the  determination  process  (either  at  the  State  or  local  agency 
level). 

(iii)  Expenses  related  to  such  staff,  and  for  staff  specified  in  paragraph  (f) 
(2)  of  this  section  such  as  for  communications,  equipment,  supplies  and  office 
space. 

(iv)  Costs  of  State  or  local  staff  engaged  in  the  collection  of  support  and 
accounting  for  such  funds  and  determining  the  effect  of  support  funds  on  eligi- 
bility or  assistance  payments.  No  Federal  financial  participation  is  available 
in  the  costs  of  agency  staff  engaged  in  apprehension,  arrests,  or  enforcement 
activities. 

(v)  Costs  of  reimbursing  courts  and  law  enforcement  officials  for  their  in- 
creased effort  or  additional  staff  time  in  assisting  the  State  or  local  agency  in 
respect  to  its  program  to  secure  support  and  establish  paternity.  Such  reimburse- 
ment is  for  costs  that  are  specific  to  carrying  out  any  of  the  following  activities 
which  the  State  agency  believes  will  contribute  to  optimum  results  in  securing 
support  and  establishing  paternity  : 

(a)  Consultation  to  State  and  local  agencies  on  appropriateness  of  cases  for 
court  action  to  secure  support  or  establish  paternity. 

(&)  Consultation  to  State  and  local  agencies  on  the  development  of  evidence 
for  court  hearings. 

(c)  Developing  information  as  to  the  location  of  parents  and  other  legally  liable 
persons,  when  all  location  efforts  of  the  State  or  local  agency  have  failed. 

(d)  Consultation  and  participation  in  the  development  of  support  on  a  volun- 
tary basis  ;  and  followup  services  on  court  orders  for  support. 
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(e)  Costs  in  presenting  support  and  paternity  actions  to  the  court. 

(/)  Necessary  fees  for  court  judicial  actions,  when  these  are  not  waived. 

(g)  Costs  of  court  and  other  officials  providing  training  to  public  welfare 
staff  may  be  included  as  staff  development  costs. 

(h)  Costs  of  the  judiciary  system,  apprehension  and  arrest  are  not  included, 
(vi)  Other  expenses  of  administration  not  specified  at  the  75  percent  (85  per- 
cent) rate  for  services. 

(g)  Federal  financial  participation  in  Work  Incentive  Program. 

(1)  Federal  financial  participation  in  expenditures  for  any  services  furnished 
by  the  State  agency  relating  to  the  Work  Incentive  Program,  including  additional 
expenses  attributable  to  an  individual's  participation  in  a  program  of  institutional 
and  work  experience  training  under  the  Work  Incentive  Program,  and  the  costs  of 
prereferral  medical  examinations  for  all  participants,  as  found  necessary  by  the 
Secretary  for  the  proper  and  efficient  administration  of  the  plan,  is  subject  to  the 
service  rate  of  matching  for  which  the  State  qualifies. 

(2)  Any  amounts  included  in  the  assistance  grants  of  participants,  such  as  the 
supplementation  of  earnings  on  special  work  projects  under  the  work  incentive 
Program  are  matchable  under  the  assistance  formula.  Payments  into  the  account 
referred  to  in  §  220.35(a)  (13)  (i)  are  also  matchable  as  assistance. 

(3)  Any  refund  from  such  account  to  the  State  welfare  agency  will  be  regarded 
as  an  overpayment  to  the  State  and  the  Federal  share  thereof  must  be  adjusted. 
This  may  be  reflected  in  the  State  agency's  claim  for  Federal  financial  participa- 
tion for  the  month  in  which  the  money  is  received. 

§  220.62    Federal  financial  participation ;  CWS. 

(a)  Federal  share.  The  Federal  share  of  service  programs  under  title  IV-B 
shall  be  at  the  rate  specified  in  or  promulgated  pursuant  to  section  423  of  the 
Act. 

(b)  Persons  eligible  for  service.  (1)  Federal  financial  participation  under  title 
IV-B  is  available  to  serve  all  families  and  children  in  need  of  child  welfare 
services  without  respect  to  whether  they  are  receiving  AFDC. 

(2)  Expenditures  for  care  of  children  in  foster  family  homes,  group  homes, 
institutions,  family  day  care  homes  or  day  care  centers,  or  for  care  of  unmarried 
mothers  in  foster  family  homes,  group  homes,  institutions,  or  independent  or  other 
living  situations,  shall  be  for  those  children  or  unmarried  mothers  for  whom  the 
public  welfare  agency,  through  its  child  welfare  services  program,  accepts  re- 
sponsibility for  providing  or  purchasing  such  care.  This  responsibility  includes : 
determining  the  need  for  such  care  and  that  the  type  of  care  is  in  the  best  interest 
of  the  child  and  his  family  or  of  the  unmarried  mother ;  determining  the  ability 
of  the  family  to  contribute  to  the  cost  of  care ;  and  developing  a  plan  for  con- 
tinuing supervision  of  the  child  or  unmarried  mother  in  care. 

(c)  Sources  of  services.  Federal  financial  participation  is  available  under  this 
section  for  services  furnished  : 

(1)  By  State  or  local  agency  staff,  i.e.,  full-  or  part-time  employed  staff,  and 
volunteers,  or 

(2)  By  purchase,  contract,  or  other  cooperative  arrangements  with  public  or 
private  agencies  or  individuals,  provided  that  such  services  are  not  available 
without  cost  from  such  sources. 

(d)  Kinds  of  expenses  included.  Federal  financial  participation  is  available 
for  expenditures  for  the  following  purposes  :  personnel  services  ;  professional  ed- 
ucation ;  institutes,  conferences  and  short-term  courses ;  foster  care  of  children ; 
care  of  unmarried  mothers ;  day  care  of  children ;  purchase  of  homemaker  serv- 
ices ;  specialized  services  ;  return  of  runaway  children  ;  research  and  special  facil- 
itative  services;  merit  system  costs;  advisory  committees;  membership  fees; 
supplies,  equipment  and  communication;  and  occupancy  and  maintenance  of 
space. 

§  220.63    Relationship  of  costs  under  parts  A  and  B  of  title  IV. 

(a)  There  must  be  methods  of  allocating  the  costs  of  providing  services  under 
the  child  welfare  services  program  and  providing  services  under  the  AFDC 
program. 

(b)  Service  expenses  that  jointly  benefit  title  IV-A  and  B  programs  may  be 
allocated  between  them  using  any  reasonable  basis  or  may  be  charged  entirely 
to  IV-A  or  B  if  they  are  considered  to  be  of  primary  benefit  to  such  program. 
The  title  IV-A  program  may  be  considered  to  be  primarily  benefited  if  the  number 
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of  AFDC  children  served  represents  at  least  85  percent  of  the  total  children 
served.  The  85  percent  computation  may  be  based  on  local  agency  totals  or  on 
statewide  totals. 

(c)  The  one  exception  to  the  policy  expressed  above  in  paragraph  (b)  of  this 
section  pertains  to  educational  leave.  States  can  elect  to  charge  educational 
leave  totally  either  to  AFDC  under  title  IV-A  or  child  welfare  services  under 
title  IV-B,  without  regard  to  the.  proportion  of  time  devoted  to  either  program 
before  or  after  educational  leave.  The  only  condition  to  be  met  is  that  the 
person  returning  from  educational  leave  be  employed  in  the  single  organizational 
unit  supervising  or  providing  all  services  for  families  and  children  under  title 
IV-A  and/or  title  IV-B  of  the  Social  Security  Act  as  amended.  Where  a  single 
organization  unit  has  not  been  established  an  allocation  of  costs  must  be  made  in 
accordance  with  existing  policy. 

§  220.64   Provisions  common  to  title  IV-A  and  B. 

(a)  Expenditures  for  certain  functions  under  both  parts  A  and  B  of  title 
IV  shall  be  in  accordance  with  the  other  provisions  governing  : 

(1)  Employee  benefit  costs;  as  described  in  "Federal  Participation  in  Costs 
of  Employee  Benefit  Systems." 

(2)  Organization  memberships  ;  as  described  in  "Federal  Participation  in  Costs 
of  State  Agency  Memberships  in  Organizations." 

(3)  Occupancy  or  maintenance  of  space;  as  described  in  "Expenditures  by 
State  of  Granted  Funds  for  Occupancy  and  Maintenance  of  Space." 

(b)  (1)  Donated  private  funds  for  services  may  be  considered  as  State  funds 
in  claiming  Federal  reimbursement  where  such  funds  are : 

(1)  Transferred  to  the  State  or  local  agency  and  under  its  administrative 
control ;  and 

(ii)  Donated  on  a  unrestricted  basis  (except  that  funds  donated  to  support 
a  particular  kind  of  activity,  e.g.,  day  care,  or  to  support  a  particular  kind  of 
activity  in  a  named  community,  are  acceptable  provided  the  donating  organization 
is  not  the  sponsor  or  operator  of  the  activity  being  funded) . 

(2)  Donated  private  funds  for  services  may  not  be  considered  as  State 
funds  in  claiming  Federal  reimbursement  where  such  funds  are : 

(i)  Contributed  funds  which  revert  to  the  donor's  facility  or  use. 

(ii)  Donated  funds  which  are  earmarked  for  a  particular  individual  or  for 
members  of  a  particular  organization. 

§  220.65   Amount  of  Federal  funding. 

(a)  The  amount  of  Federal  funds  available  for  services  under  title  IV-A  is 
dependent  upon  the  availability  of  and  extent  of  matching  State  funds,  except 
as  stated  in  §  220.61(f),  for  Puerto  Rico,  Virgin  Islands,  and  Guam. 

(b)  The  amount  of  Federal  funds  under  title  IV-B  may  not  exceed  the  amount 
available  under  the  allotment  formula  prescribed  by  law.  The  availability  of 
these  funds  is  dependent  upon  matching  State  funds  determined  according  to 
the  formula  prescribed  by  law. 

Effective  date.  The  regulations  in  this  part  shall  be  effective  on  the  date  of  their 
publication  in  the  Federal  Register. 
Dated :  January  18, 1969. 

Joseph  H.  Meyers, 
Acting  Administrator, 
Social  and  Rehabilitation  Service. 

Approved  :  January  18, 1969. 
Wilbur  J.  Cohen, 
Secretary. 


[F.R.  Doc.  69-977  :  Filed,  Jan.  27, 1909;  8 :45  a.m.] 
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TO  STATE  AGENCIES  ADMINISTERING  APPROVED  PUBLIC  ASSISTANCE  PLANS 

Subject:    Publication  -  Developments  in  Dealing  with  Questions  of 
Recipient  Fraud  in  Public  Assistance,  1951-1967 


Enclosed  is  an  analysis  based  on  the  reports  you  have  submitted  to 
us,  from  1962-1967,  on  your  experience  under  the  Handbook  of  Public 
Assistance  Administration  policy  relating  to  questions  of  recipient 
fraud  in  public  assistance.    Developments  during  the  ten  years  pre- 
ceding issuance  of  the  policy  are  also  discussed. 

Recurrence  of  charges  of  widespread  ineligibility  resulting  from 
fraud  emphasize  the  importance  of  a  general  understanding  of  what  con- 
stitutes fraud  in  its  legal  aspects;  also,  that  those  responsible  for 
administration  of  public  assistance  programs  should  be  able  to  show 
that  they  have  taken  reasonable  precautions  to  prevent  fraud  and  have 
clear  and  just  methods  for  dealing  with  it  when  it  occurs.    Your  re- 
ports and  your  own  special  studies  and  analyses,  as  well  as  all  other 
available  information,  substantiate  your  belief  and  ours  that  there 
is  a  minimal  amount  of  recipient  fraud  in  public  assistance  programs. 

Of  necessity,  the  treatment  concerns  itself  primarily  with  operation 
and  problems  in  definitions,  policies  and  procedures  for  identifica- 
tion and  handling  of  questions.    As  pointed  out,  the  only  firm  data 
on  actual  fraud  would  be  provided  by  reports  of  numbers  of  convic- 
tions and  only  those  sustained  if  appealed.    Since  responsibility  of 
agencies  administering  public  assistance  does  not  extend  to  action 
by  law  enforcement  officials,  required  reporting  does  not  cover  this 
point.    Data  are  obtained,  however,  where  possible,  on  disposition 
(including  initiation  of  prosecution)  of  cases  referred.  Emphasis 
has  been  placed  on  continuing  cooperative  efforts  between  public 
assistance  and  law  enforcement  officials  and  the  reports  show  the 
results . 
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You  will  note  that  this  document  covers  the  period  prior  to  enact- 
ment of  the  I967  Social  Security  Act  amendments.  Reference  is  not 
made  to  policy  issuances  and  State  developments  since  that  time. 

With  the  foregoing  in  mind,  the  enclosed  statement  has  been  pre- 
pared. We  hope  it  will  be  useful  to  you.  Additional  copies  are 
available  upon  request. 


Stephen  P.  Simonds 
Commissioner 


Enclosure 
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FOREWORD 


This  is  a  report  on  methods  of  dealing  with  questions  of  recipient 
fraud  in  the  Federal-State  public  assistance  programs. 

The  Assistance  Payments  Administration  and  its  predecessors,  the 
Bureaus  of  Family  Services  and  Public  Assistance,  have,  from  the 
beginning  of  the  Federal-State  programs,  worked  with  the  State 
agencies  on  methods  of  ensuring  that  public  assistance  will  be  pro- 
vided to  eligible  persons.    In  so  doing,  agencies  at  both  levels  of 
government  have  developed  policy  and  guide  materials  as  well  as 
analyses  of  statistical  reports. 

The  varied  and  significant  contributions  of  many  staff  members  of  the 
Division  of  State  Administrative  and  Fiscal  Standards  are  acknowledged, 
also  of  other  staff  of  the  Federal  and  State  agencies  who  have  helped 
to  prepare  these  materials.  Statistical  analysis  of  the  reports  pre- 
pared in  the  State  agencies  has  been  the  responsibility  of  the  National 
Center  for  Social  Statistics,  SRS  (formerly  the  Division  of  Research, 
Bureaus  of  Family  Services  and  Public  Assistance) . 

This  analysis  was  compiled  by  Doris  Carothers,  under  the  guidance  and 
direction  of  Mary  A.  Craig,  Chief,  Administrative  and  Organizational 
Standards  Branch,  Division  of  State  Administrative  and  Fiscal  Standards, 
Assistance  Payments  Administration.  ^  '■ 


Stephen  P.  Simonds,  Commissioner 
Assistance  Payments  Administration 
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INTRODUCTION 


This  report  on  developments  in  relation  to  questions  of  recipient 
fraud  in  public  assistance  traces  the  history  of  the  Federal  policy 
and  analyzes  State  experience  since  its  issuance  in  1961. 

Because  this  is  a  report  with  national  focus,  developments  in  single 
States  are  not  discussed.    We  believe  that  individuals  closely  involved 
with  a  State's  entire  public  assistance  program  and  its  interacting 
forces  and  activities  are  better  qualified  to  describe  and  evaluate 
the  subject  for  that  specific  State. 

Much  of  what  follows  has  been  taken  from  Federal  policy  and  guide 
materials,  and  from  reports  prepared  in  the  central  office  and  used  by 
Federal  staff  for  administrative  purposes,  but  not  released  for  general 
distribution.    Annual  reports  from  almost  all  State  public  assistance 
agencies,  beginning  with  the  196k  fiscal  year;  reports  from  the  majority 
of  the  States  covering  several  months  in  19&2;  State  plans;  and  special 
reports  and  analyses  by  selected  States  also  constitute  major  sources 
for  this  report. 

Federal  policy  in  the  Handbook  of  Public  Assistance  Administration, 
IV-2600,  and  the  statement  on  "Development  of  Policies  and  Procedures 
Relating  to  Recipient  Fraud  in  Public  Assistance"  l/  were  intended  to 
assist  States  in  l)  demonstrating  that  they  have  taken  reasonable  pre- 
cautions to  prevent  fraud  and  have  clear  and  just  methods  of  dealing 
with  it  when  it  occurs;  2)  clarifying  the  role  of  the  public  assistance 
agency  and  distinguishing  its  function  from  that  of  the  law  enforce- 
ment authorities;  3)  emphasizing  the  protection  of  clients'  rights 
under  law;  and  k)  providing  for  an  orderly  accumulation  of  information 
on  which  to  base  further  action.    The  guide  materials  were  not  intended 
as  a  stimulus  to  public  assistance  agencies  to  develop  specialized 
methods  of  determining  initial  and  continuing  eligibility  for  assistance 
payments.    Administrative  requirements  of  the  agency  were  expected  to 
be  kept  in  balance;  procedures  employed  when  there  is  reason  to  sus- 
pect the  possibility  of  fraud  should  not  outweigh  overall  administra- 
tive efforts  directed  toward  accomplishment  of  the  agency's  objectives. 


l/  See  Appendix  IV,  page  51. 


1 


1144 


The  reporting  form  was  developed  as  a  structured  way  of  obtaining 
information  on  the  number  of  cases  processed  in  the  States  in  which 
fraud  might  have  been  a  factor.    The  form  was  designed  to  include  all 
categories,  to  provide  information  on  methods  used  in  the  States  in 
dealing  with  possible  fraud,  and  to  facilitate  agency  suggestions  and 
recommendations . 

Reports,  during  five  years  of  experience  with  the  policy,  reflect 
wide  diversity  among  the  States  in  eligibility  and  payment  policies 
and  great  variation  in  administrative  machinery  for  identifying, 
investigating,  or  evaluating  questions  of  fraud  and  for  referral  for 
legal  action.    The  subjective  nature  of  policies  and  decisions  and  the 
wide  and  fundamental  differences  in  the  operations  of  the  58  State 
agencies  2/  and  more  than  3000  local  public  welfare  offices  and  the 
many  law  enforcement  agencies  and  courts  permit  only  the  conclusion 
that  the  extent  of  recipient  fraud  in  public  assistance  is  small. 
There  has  been  sufficient  consistency  in  the  reports  from  year  to  year 
to  lead  to  the  conclusion  that  State  agencies  have  taken  reasonable 
precautions  and  that  instances  of  fraudulent  receipt  of  assistance  are 
minimal  in  relation  to  the  number  of  cases  receiving  aid. 

This  analysis  is  based  on  reports  for  the  period  ending  June  30,  1967 
(before  enactment  of  the  1967  Amendments  to  the  Social  Security  Act) . 
Accordingly,  State  reports  are  considered  in  reference  to  Federal  pol- 
icy in  effect  during  that  period.    It  follows,  therefore,  that  even 
though  they  may  appear  pertinent,  no  reference  is  made  to  the  1967 
Amendments  or  Federal  policy  issuances  and  interpretations  based  on 
those  amendments,  or  on  legal  and  administrative  developments  since 
the  beginning  of  the  1968  fiscal  year. 


2/  Including  k  agencies  administering  only  Aid  to  the  Blind 
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SUMMARY 


The  Social  Security  Act,  under  which  the  Federal-State  public  assist- 
ance programs  operate,  provides  for  Federal  financial  participation  in 
assistance  only  to  eligible  persona.    No  reference  is  made  to  possi- 
bilities of  fraudulent  efforts  to  receive  assistance.    Federal  policy 
concerning  fraud  was  not  issued  until  196l,  since  it  was  believed  by 
State  and  Federal  staff  that  State  law  and  policy  were  adequate  for 
dealing  with  these  quite  infrequent  situations.    Federal  policy  and 
requirements  for  reporting  were  issued,  however,  when  it  became  clear 
that  factual  information  on  a  national  basis  was  necessary  in  order  to 
respond  to  increasing  public  assertions  that  assistance  was  being  re- 
ceived by  ineligible  persons  and  as  a  result  of  fraud. 

In  only  a  very  few  cases,  less  than  OA  percent  (l8,200  in  19&6)  of  the 
almost  5,000,000  individuals  and  families  receiving  OAA,  AB,  APTD,  AABD 
or  AFDC  during  a  year,  do  facts  available  to  agencies  administering  the 
programs  support  allegations  that  applicants  or  recipients  willfully 
withheld  information  or  gave  false  information  that  resulted  in  the 
receiving  of  payments  to  which  there  was  not  entitlement  in  whole  or 
in  part.    For  example,  in  1966  fewer  than  0.2  percent  (78OO)  were  re- 
ferred to  law  enforcement  officials  and  fewer  than  0.05  percent  (2700) 
were  prosecuted  by  legal  authorities .    We  do  not  have  information  on 
the  number,  but  undoubtedly  some  of  those  prosecuted  would  not  have 
been  convicted;  hence,  the  number  and  proportion  of  assistance  recipients 
found  to  have  committed  a  fraud  on  the  program  would  be  even  smaller 
than  the  above  figures  indicate. 

Fraud,  as  it  relates  to  receipt  of  public  assistance,  is  a  matter  of 
legal  determination,  based  on  the  laws  of  each  State.    It  is  often 
equated  in  the  public  mind  with  receipt  of  public  assistance,  for  what- 
ever reason,  by  an  ineligible  person.    Reports  show  that  the  great 
majority  of  payments  that  are  improperly  made  do  not  result  from  intent 
to  deceive  the  agency  but  rather  from  lack  of  understanding,  complex 
procedures,  or  agency  error. 

The  narrative  reports  reflect  concern  of  the  States  in  preventing,  iden- 
tifying, and  coping  with  situations  in  which  assistance  funds  were  re- 
ceived by  individuals  who  were  not  entitled  to  them.    They  also  reflect 
marked  differences  in  State  law,  underlying  philosophy  of  the  program, 
procedures,  administrative  machinery,  and  disposition  of  questioned 


3/  See  Appendix  I,  page  35. 
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cases .    Much  valuable  information  is  provided  on  methods  in  use  and 
being  developed  by  the  States  in  their  handling  of  cases  in  which 
questions  of  fraud  arise,  and  in  pinpointing  problems.  Agencies 
recognize  that  curtailment  of  the  incidence  of  fraud  must  begin  with 
the  preventive  measures,  and  that  training  in  this  area  is  essential. 
Workers  must  be  alert  to  the  possibility  of  improper  payments  and  be 
able  to  differentiate  between  overpayments  due  to  agency  error  or  other 
factors  and  those  in  which  there  may  be  indication  of  possible  fraudu- 
lent intent  or  act. 

Preventive  proposals  vary,  including  deterrence  through  penalties  and 
publicity,  exposure  through  investigation,  continuing  scrutiny,  and 
unexpected  worker  visits;  development  of  mutual  trust  between  worker 
and  client  which  adds  to  understanding  of  motivations  and  knowledge 
of  the  effect  of  physical  and  mental  limitations  on  client  responsi- 
bility; liberalized  eligibility  requirements;  simplified  methods  for 
computing  amounts  of  assistance  needed;  and  more  adequate  payments. 
Prevention  of  fraud  is  also  dependent  on  the  assumption  of  continuing 
responsibility  by  the  agency  for  reducing  caseloads,  developing  staff 
understanding,  identifying  critical  areas  of  potential  fraud,  and  pro- 
viding corrective  procedures;  by  the  worker  for  appropriate  investiga- 
tions, for  interpretations  to  the  client  of  eligibility  requirements 
as  well  as  the  elements  which  determine  the  amount  of  assistance,  and 
for  sound  determination  of  eligibility;  by  the  recipient  for  reporting 
changes  that  would  affect  the  extent  of  his  eligibility  or  terminate 
his  assistance  payment. 

Most  common  bases  of  questions  of  fraud  are  those  relating  to  need,  al- 
though "statutory  eligibility"  requirements  such  as  age  and  disability 
also  give  rise  to  questions  from  time  to  time.    Special  problems  in- 
clude the  aged  who  sometimes  fail  to  report  their  resources  and,  as  a 
result  of  senility  rather  than  intent  to  defraud,  may  exhibit  little 
capacity  for  comprehension;  and  families  with  children,  where  house- 
hold composition  and  residence  change  frequently,  where  absent  fathers 
return,  or  a  person  included  in  the  budget  departs. 

In  many  States,  cases  are  referred  to  law  enforcement  officials  only 
when  restitution  is  not  made  or  a  plan  for  reimbursement  cannot  be 
developed.    Agencies  differ  on  the  question  of  when  to  seek  repayments, 
some  continuing  assistance  when  need  continues,  others  terminating  or 
reducing  assistance  regardless  of  current  need  or  the  lack  of  liquid 
assets . 

In  developing  cooperative  activities  between  assistance  agencies  and 
the  legal  authorities,  the  reports  show  continuing  efforts  to  achieve 
better  communication  and  understanding  through  mutual  recognition  of 
problems  and  coordinated  efforts  to  establish  sound  working  relation- 
ships.   The  reports  suggest  that  agency  relationships  with  law  enforce- 
ment officials  are  most  effective  when  an  agency  has  its  own  legal 
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counsel  or  counsel  assigned  to  it  by  the  law  enforcement  officials; 
and  when  there  are  established  procedures,  clear  interpretations,  and 
sound  understanding  of  policies  and  responsibilities. 

It  is  significant  that  large  proportions  of  cases  referred  to  law 
enforcement  officials  are  not  prosecuted  because  of  insufficient  evi- 
dence, the  small  amounts  or  special  hardships  involved,  or  because 
voluntary  reimbursement  was  arranged.    Furthermore,  punishment  of  the 
old,  the  ill,  and  the  destitute  would  be  of  no  value  to  the  program. 
In  addition,  a  low  priority  is  given  to  prosecution  of  welfare  fraud 
cases,  due  in  part  to  chronically  crowded  court  dockets  and  in  part 
to  the  high  costs  of  taking  such  cases  to  court. 

It  should  be  kept  in  mind  that  this  analysis  relates  to  a  period  ending 
June  30>  1967,  before  enactment  of  the  1967  amendments  to  the  Social 
Security  Act  and  policy  developments  during  the  1968  and  19&9  fiscal 
years.    Changes  in  public  services  and  their  availability  to  meet  recog- 
nized human  needs  are  always  attended  by  modifications  in  organizational 
structure  and  methods  of  operation.    Current  and  future  movements  to- 
ward separation  of  assistance  payments  and  service  functions,  simplified 
procedures  for  determining  initial  and  continuing  eligibility  and  stand- 
ards of  assistance,  and  other  modifications  in  the  administration  of 
public  assistance  may  influence  methods  of  dealing  with  recipient  fraud 
and  administrative  actions  taken  under  State  agency  policies  and  pro- 
cedures . 
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BACKGROUND  FOR  POLICY 


Possibilities  of  erroneous  payments,  either  in  total  or  partial  amounts, 
were  recognized  from  the  earliest  days  of  the  programs  and  dealt  with 
in  Federal  policy  on  financial  participation  in  State  expenditures  for 
aid  to  needy  individuals .    The  Manual  of  State  Public  Assistance  Legis- 
lation, developed  in  the  first  years  of  operation  of  the  Federal-State 
programs  and  revised  and  reissued  April  1,  19^0,  to  Federal  staff,  and 
on  a  selective  basis  to  State  officials,  stated: 

"In  cases  involving  fraud  or  misrepresentation,  the  State  almost 
universally  has  an  adequate  remedy  under  ordinary  principles  of 
law  and  no  provision  on  this  subject  is  needed  or  recommended  in 
the  public  assistance  law.    If  a  provision  on  this  subject  is  in- 
cluded in  the  public  assistance  law,  it  should  not  include  a  puni- 
tive clause  providing  for  collection  of  more  than  the  amount  of 
assistance  granted  under  the  circumstances  involving  fraud  or 
misrepresentation . " 

At  a  later  conference  of  Federal,  State,  and  local  staff  when  issuance, 
implementation,  and  evaluation  of  the  policy  were  discussed,  it  was 
acknowledged  that  there  have  been,  and  probably  always  will  be,  fraud 
possibilities  in  all  governmental  benefit  programs,  just  as  there  is 
fraud  in  business  activities.    There  are  some  people,  fortunately  only 
a  few,  who  may  set  out  through  planning  and  deliberate  action  to  defraud 
a  program.    They  are  often  clever  people  who  may  be  extremely  difficult 
to  detect.    There  is  a  larger  group,  but  still  a  very  small  percentage 
of  the  total,  who  are  weak,  subject  to  temptation,  often  frightened  and 
confused.    While  the  end  result  may  be  the  same  —  that  is,  receipt  of 
public  money  by  ineligible  individuals  —  the  actions  leading  to  it  are 
often  not  thought  out  in  advance,  but  are  the  result  of  happenstances 
of  which  advantage  is  taken.    Then  there  are  the  situations  where  igno- 
rance, inability  to  understand  or  remember,  and  other  such  unintentional 
causes  lead  to  what  is  sometimes  identified  as  "fraud."    Not  infrequently, 
this  type  of  fraud  is  a  result  of  unrealistic  agency  policy  or  compli- 
cated methods  of  operation  which  bring  about  situations  for  which  recip- 
ients are  held  responsible.    An  agency  must  be  clear  on  what  it  under- 
stands as  fraud. 

Some  exploratory  work  was  done  in  this  area  by  the  Bureau  of  Public 
Assistance  in  the  early  1950' s,  including:  l)  Review  of  Bureau  policy 
materials  and  precedent  statements;  2)  collection  of  information  on  State 
agency  experience;  and  3)  review  of  the  experiences  of  other  Federal 
agencies  to  determine  whether  they  were  applicable  to  public  assistance. 
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The  administrative  materials  which  were  prepared  for  staff  use  in  work 
with  States  pointed  out  that  the  attacks  on  the  public  assistance  program 
at  that  time,  including  allegations  of  widespread  ineligibility  of  recip- 
ients, necessitated  exploration  of  possible  problems;  and  they  emphasized 
the  importance  of  clear  and  well-defined  policies  and  procedures  in  pre- 
venting or  dealing  with  improper  payments,  whether  or  not  fraud  was  in- 
volved.   It  was  stated  that,  although  the  number  of  improper  payment 
cases  in  public  assistance  might  be  relatively  small,  failure  to  take 
the  necessary  preventive  and  corrective  measures  might  seriously  weaken 
public  confidence  in  and  financial  support  for  public  assistance  programs. 
Every  public  assistance  agency  needs  to  conduct  all  its  operations  so 
as  to  protect  itself  and  its  clients  against  improper  payments  of  all 
kinds,  irrespective  of  whether  willful  misrepresentation  by  recipients 
is  involved.    Agencies  should  be  able  to  demonstrate  that  they  have  taken 
reasonable  precautions  to  prevent  fraud. 

State  administrators  agreed  at  that  time  that  there  was  no  need  for 
extensive  Federal  activity  on  the  subject.    Most  States  firmly  believed 
that  there  was  little  fraud  and  that  they  were  handling  it  adequately. 
Consequently,  a  general  statement  was  issued  to  regional  office  staff, 
pointing  out  that:  l)  The  actual  establishment  that  fraud  was  committed 
is  a  legal  matter;  2)  general  statutes  in  many  States  cover  fraud,  and 
some  States  have  specific  provisions  relating  to  fraud  in  public  assist- 
ance; and  3)  there  is  need  for  clear  and  workable  relationships  with 
law  enforcement  officials. 

It  was  pointed  out  that  the  proper  determination  of  eligibility  was  the 
greatest  single  preventive  measure  against  fraud. 

Around  the  middle  of  the  decade,  special  investigative  units  began  to 
develop,  most  frequently  in  the  urban  areas,  but  a  few  at  the  State 
level  for  use  throughout  the  State.    The  composition  of  the  units  varied 
from  social  workers  to  trained  detectives,  the  methods  from  ordinary 
casework  to  strictly  police  activity,  and  the  relationship  to  other 
agency  activities  from  good  integration  to  almost  total  autonomy  —  an 
agency  within  an  agency.    Where  such  units  existed,  a  common  function 
was  "checking  on  fraud." 

The  increased  press  reports  about  fraud  in  public  assistance  at  the 
beginning  of  the  1960's  and  the  lack  of  actual  factual  data  in  HEW  to 
substantiate  or  refute  such  charges  led  to  a  review  of  the  earlier  de- 
cision that  no  special  Federal  policies  concerning  fraud  were  necessary, 
and  an  opposite  decision  was  reached  by  the  Secretary  kj . 


hj  See  Appendix  III,  page  V?. 
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In  accordance  with  Administrative  directive,  Handbook  IV-2600  and  guide- 
lines for  development  of  policy  and  procedures  were  issued,  in  December 
1961,  by  State  Letter  No.  5^0.  5/ 

In  considering  how  the  policy  should  be  stated  it  was  borne  in  mind 
that  public  assistance  is  a  complex  area  of  operation,  and  from  time 
to  time  is  subject  to  pressure  from  sensational  charges.    A  policy  of 
this  kind  also  requires  attention  to  safeguarding  the  constitutional 
rights  of  individuals  suspected  of  fraud,  and  to  differentiation  of  the 
administrative  responsibility  of  the  public  assistance  agency  from  that 
of  law  enforcement  officials  of  the  State. 

Several  problems  or  limitations  on  "perfect"  operation  of  the  policy 
were  recognized  from  the  first: 

1)  This  particular  policy  requires  State  agencies  to  clarify 
their  often- confused  definitions  of  fraud,  utilizing  the  State's 
statutory  definition  rather  than  the  agency's  administrative 
one.    This  has  led  to  a  fuller  recognition  that  there  must  be 

a  differentiation  between  what  had  been  termed  "agency  caused" 
and  "recipient  caused"  receipt  of  money  for  which  the  client 
is  not  eligible;  that  is,  overpayment  vs.  fraud. 

2)  The  nature  of  the  subject  of  this  policy,  as  well  as  its 
specific  requirements,  required  the  State  agencies  to  define 
the  extent  of  their  function  more  specif ical ly  than  most  States 
had  done  previously.    This  was  accentuated  by  the  involvement 
of  another  authority  and  its  function  —  namely,  law  enforce- 
ment. 

3)  Greater  emphasis  needed  to  be  placed  by  policy  makers  on  the 
use  of  the  same  words  in  the  same  ways,  insofar  as  possible. 
The  abrupt  introduction  of  a  new  word  or  a  new  use  of  an  old 
word  immediately  gives  rise  to  the  question  of  precise  meaning. 


j/  See  Appendix  IV,  page  51  .    Additional  instructions  were  contained  in 
State  Letter  No.  559,  March  20,  1962,  "Recipient  Fraud  -  Submittal  of 
State  Plan  Material."    Handbook  IV-2600  was  revised  and  reissued  by 
Handbook  Transmittal  No.  60,  Aug.  6,  1965.    Handbook  D-68OO,  June  17, 
1966,  was  issued  by  Handbook  Transmittal  No.  83  for  the  medical  assist- 
ance program. 
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WHAT  IS  FRAUD  IN  PUBLIC  ASSISTANCE? 


Only  a  very  few,  almost  certainly  less  than  O.k  percent,  of  the  almost 
5,000,000  cases  of  individuals  and  families  receiving  public  assistance 
under  the  Federal -State -local  programs  were  considered  in  1966  by  the 
State  agencies,  on  the  basis  of  factual  evidence,  to  have  received  assist- 
ance possibly  as  a  result  of  a  fraudulent  act,  that  is,  willfully  with- 
holding information  or  giving  false  information,  which  resulted  in  the 
receiving  of  payments  to  which  there  was  not  entitlement  in  whole  or 
in  part  according  to  eligibility  requirements  for  the  program.  Fewer 
than  0.05  percent  were  prosecuted  by  legal  authorities,  who  alone  are 
in  a  position  to  determine  that,  according  to  law,  prosecution  for 
fraud  should  be  undertaken.    These  estimates  are  based  on  data  reported 
by  State  agencies  administering  the  OAA,  AB,  APTD,  AABD  and  AFDC  pro- 
grams and  relate  to  the  total  number  of  assistance  units  in  which  money 
payments  were  received. 

Reports  for  successive  years  show  marked  similarity  in  proportions  of 
recipient  cases  identified  by  caseworkers  as  involving  possible  ques- 
tions of  fraud  (around  l<-0,000,  or  one  percent  for  all  programs,  approxi- 
mately one-third  of  one  percent  for  the  adult  programs  and  three  percent 
for  AFDC) .    Some  agencies  report  few  or  no  cases,  while  three  or  four 
States  account  for  more  than  60  percent  of  the  total. 

For  approximately  half  of  these  cases  (around  20,000  per  year)  agency 
staff  charged  with  responsibility  for  decision  held  that  facts  were 
sufficient  to  support  the  question.    For  many  cases,  the  amount  of 
payments  involved  was  small;  for  others  there  was  special  hardship; 
and  for  others  reimbursement  was  arranged,  assistance  was  suspended,  or 
other  action  was  taken  to  recoup  amounts  erroneously  received. 

Others,  less  than  one-fifth  of  those  in  which  caseworkers  thought  there 
might  be  questions  of  fraud,  or  one-fifth  of  one  percent  of  all  recipient 
cases,  were  referred  to  law  enforcement  officials.    Prosecution  was  ini- 
tiated in  the  case  of  somewhat  more  than  one-third  of  those  referred 
(about  one-twentieth  of  those  questioned,  or  0.05  percent  of  all  recip- 
ients). 6/ 

Public  assistance  applicants  and  recipients  have  the  same  basic  qualities 
that  are  found  in  the  general  population,  with  additional  pressures  atten- 
dant on  severity  of  economic  and  social  problems.    The  Federal  agency  has 
always  accepted  and  fully  endorsed  the  concept  that  people  are  essentially 


6/  See  Appendix  I,  page  35. 
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honest  in  their  dealings  with  their  public  agencies.  It  is  recognized, 
however,  that  there  are  exceptions  to  the  general  principle  among  appli- 
cants and  recipients,  as  well  as  in  the  general  population.  To  protect 
against  this  small  minority,  State  public  assistance  agencies  were  re- 
quired in  1962  to  adopt  and  exercise  proper  controls  to  minimize  oppor- 
tunity for  fraud,  and  to  provide  for  dealing  with  such  situations,  when 
they  do  occur,  in  accordance  with  Federal  policy  and  guidelines . 

For  the  first  25  years  of  operation  of  the  Federal-State  public  assistance 
programs  under  the  Social  Security  Act,  State  and  local  agencies  operating 
the  programs  were  governed  to  a  varying  degree  by  State  laws  and  policies 
relating  to  fraud.    The  Social  Security  Act,  in  providing  for  Federal 
participation  in  State  programs  for  public  assistance  to  eligible  persons, 
makes  no  mention  of  the  possibility  of  fraud  but  places  an  obligation  on 
State  agencies  to  provide  assurance  with  respect  to  the  eligibility  of 
recipients.    Such  assurance  necessarily  rests  on  the  efficiency,  thorough- 
ness, and  integrity  of  the  total  processes  by  which  initial  and  continuing 
eligibility  are  determined,  and  involves  legal,  financial,  and  social 
safeguards . 

The  first  requirement  for  State  plans  is  a  definition  of  fraud  in  accord- 
ance with  State  law  as  it  relates  to  receipt  of  public  assistance.  Hand- 
book section  IV-263I  says  further: 

"The  definition  of  fraud,  as  it  relates  to  the  receipt  of  public 
assistance,  is  based  upon  interpretation  by  the  appropriate  State 
legal  authorities  of  the  applicable  statutes .    Prosecution  for 
fraud  and  the  imposition  of  a  penalty,  if  the  individual  is  found 
guilty,  are  prescribed  by  law  and  are  the  responsibility  of  the 
law  enforcement  officials  and  the  courts.    All  such  legal  action  is 
subject  to  due  process  of  law  and  to  the  protection  of  the  rights 
of  the  individual  afforded  by  the  process." 

Closely  related  is  the  requirement  that  State  plans  provide  for  identifi- 
cation of  cases  in  which  there  is  reason  to  suspect  fraud,  in  accordance 
with  clear  criteria. 

"Recipient  fraud"  or  even  "question  of  recipient  fraud"  is  not  easily 
definable.    As  stated  above,  fraud  is  a  matter  of  law  and  only  legal 
authorities  are  empowered  to  make  a  definitive  judgment  that  the  action 
of  an  applicant  or  recipient  is  actionable  under  law  —  but  even  these 
authorities  differ  widely  in  their  decisions,  within  a  State  and  in  dif- 
ferent States . 

The  general  statutes  of  most  States  contain  a  definition  applicable  to 
fraud  in  efforts  to  obtain  public  benefits  and  services;  in  addition, 
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the  basic  public  assistance  legislation  in  many  States  includes  a  defini- 
tion specific  to  public  assistance. 

Variations  in  criminal  sanctions  provided  for  conviction  of  fraud  are 
greater  than  are  differences  in  definition,  and  seem  likely  to  exert 
considerable  influence  on  translation  of  legal  definitions  into  agency 
policy  and  practice.    Fraudulent  acts  are  sometimes  considered  a  mis- 
demeanor, sometimes  a  felony;  sometimes  subject  to  prosecution  for  any 
receipt  of  any  assistance  to  which  a  person  was  not  entitled,  sometimes 
only  if  the  period  or  amount  exceed  a  specified  amount  considered  as 
substantial;  sometimes  subject  to  payment  of  a  fine,  sometimes  imprison- 
ment, sometimes  no  more  than  loss  of  eligibility  for  assistance  for  a 
specified  period. 

The  basis  of  State  laws  on  fraud  is  in  common  law,  the  elements  of  which 
are:  l)  False  representation,  2)  knowledge  of  falsity  by  maker,  3)  ignorance 
of  falsity  by  person  to  whom  made,  k)  intention  that  it  should  be  acted 
on,  and  5)  acting  on  it  with  damage.    Some  courts  have  held  that  action- 
able fraud  must  include  the  five  common  law  elements .    It  has  also  been 
held  that  misrepresentation  may  be  made  by  "suppression"  or  "concealment" 
of  truth. 

With  some  minor  variations,  wording  of  the  public  assistance  laws  of 
many  States  is  similar  to  this :    "Whoever  knowingly  obtains  or  attempts 
to  obtain,  or  aids  or  abets  any  person  to  obtain,  by  means  of  a  willfully 
false  statement  or  representation,  by  impersonation,  or  other  fraudulent 
device,  assistance  to  which  he  is  not  entitled,  or  assistance  greater 
than  that  to  which  he  is  justly  entitled,  is  guilty  ...." 

An  addition  by  another  State  to  the  usual  legal  definition  is  "...  or 
does  any  willful  act  designed  to  interfere  with  the  proper  administration 
of  public  assistance  and  care." 

An  example  of  a  more  strictly  legalistic  definition  is:    "It  shall  be 
unlawful  for  any  person  to  intentionally  steal  the  property  of  another, 
either  without  his  consent  or  by  means  of  deceit."    Case  law  has  defined 
fraud  as  "...  all  acts,  omissions,  concealments  involving  a  breach  of 
legal  or  equitable  duty  ... 

Specified  actions  --  for  example,  failure  to  report  changes  in  need  or 

in  other  eligibility  factors,  including  household  composition,  income, 

or  property  ownership  —  are  considered  as  prima  facie  evidence  of  fraud 

in  some  States.    In  other  States,  more  importance  is  placed  on  understanding 

the  motivation  of  the  client  and  on  his  current  need  and  resources. 

In  general,  however,  willfulness  or  deliberate  action  or  inaction  with 
conscious  intent  to  obtain  assistance  for  which  the  individual  is  not 
eligible  is  the  common  requisite  in  a  determination  that  fraud  has  occurred. 
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One  State,  in  instructions  to  staff,  points  out  that  "knowingly"  means 
that  proper  explanations  and  notices  are  given  so  that  the  applicant  or 
recipient  understands.    "Willfully"  requires  determination  of  motive. 
Another  State  describes  as  fraudulent  the  receiving  of  assistance  for 
which  a  person  is  totally  ineligible  or  of  a  larger  payment  than  the 
amount  for  which  he  is  eligible,  resulting  from  assertion  of  eligibility 
when  he  is  ineligible  in  whole  or  in  part  —  by  an  overt  act  of  delib- 
erate concealment,  falsification,  or  misrepresentation,  including  failure 
to  report  changes  in  requirements  or  resources. 

A  variety  of  words  and  phrases  is  used  in  State  laws  or  in  agency  policy 
and  staff  instructions,  in  an  effort  to  clarify  the  concept  and  to  pro- 
vide sound  bases  for  dealing  in  an  equitable  and  uniform  manner  with 
the  possibility  or  question  of  recipient  fraud.    As  pointed  out  above, 
it  is  obviously  impossible  to  expect  perfect  attainment  of  such  goals 
because  of  the  subjective  nature  of  the  concept.    As  one  State  policy 
statement  says,  few  instances  of  misrepresentation,  when  fully  under- 
stood, represent  a  malicious  intention  to  get  something  for  nothing. 

In  the  extremely  difficult  task  of  trying  to  distinguish  between  fraudu- 
lent and  other  actions  which  result  in  improper  payments,  agency  materials 
attempt  to  differentiate  between  "improper"  or  "overpayments"  in  general 
—  «any  of  which  result  from  agency  error  —  and  those  which  may  result 
from  a  fraudulent  act  by  an  applicant  or  recipient.    Speaking  to  the  con- 
fusion of  "excess  resources"  with  fraud,  staff  are  cautioned  to  consider 
whether  a  client  understands  and  whether  he  is  able  to  follow  staff  ex- 
planations of  agency  policy,  and  to  consider  also  his  reasons  for  with- 
holding information  and  other  motivations  for  his  action  or  inaction. 
Complexity  of  policies  and  procedures  may  easily  lead  to  misunderstanding. 
Agency  error,  rather  than  client  misrepresentation,  may  be  the  causation. 
Age,  illness,  ignorance,  language  barriers,  senility,  or  the  "pension 
philosophy"  may  preclude  client  understanding. 

A  rather  general  classification  is  that  of  one  State  plan  which  distin- 
guishes among  overpayments  due  to:    l)  Administrative  error;  2)  factual 
errors:  incorrect  interpretations,  general  misunderstanding,  senility, 
etc;  and  3)  alleged  fraudulent  action. 

Another  State  agency  instructs  its  staff  to  consider  the  following 
questions:    l)  Was  explanation  to  client  adequate,  in  that  he  understood 
policies  of  the  agency  and  his  responsibility;  2)  was  he  competent  to 
follow  instructions  in  a  responsible  manner;  3)  are  the  reasons  given 
by  the  client  for  withholding  information  also  given  due  consideration 
in  determining  whether  there  is  a  question  of  fraud? 

Wide  differences  in  agency  philosophy  and  methods  of  operation,  in 
addition  to  variations  in  State  laws  and  legal  systems,  result  in  great 
diversity  in  policies  and  procedures  developed  by  public  assistance 
agencies  to  deal  with  fraud. 
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A  major  difficulty  appears  to  be  establishment  of  clear  criteria  for 
identifying  instances  of  possible  fraud.    Some  agencies  appear  to  have 
been  much  more  successful  than  others  in  arriving  at  distinctions  between 
supportable  questions  of  recipient  fraud  and  improper  payments  for  other 
reasons,  and  in  obtaining  worker  and  client  understanding.    Reports  from 
the  States  during  the  years  1962-1967  show  continuing  development  in  pol- 
icy, procedure,  and  accomplishment ;  and  also  reflect  shifting  attitudes 
and  outlook  of  clients,  agency  staff,  courts,  and  the  public  generally. 
Earlier  reports  identifying  problem  areas  are  often  followed  by  reports 
of  improvements  in  methods  of  prevention,  identification,  or  dealing 
with  questions  of  fraud.    State  agencies  are  reporting  growing  aware- 
ness and  understanding  of  interrelated  and  contributory  factors  of  client 
and  agency  actions  to  be  considered  and  greater  ease  and  skill  in  making 
determinations.    As  with  all  other  aspects  of  administering  public  assist- 
ance programs,  policy  and  procedural  clarifications  and  constructive 
changes,  as  well  as  staff  training  and  supervision,  must  be  continuous 
if  further  improvement  is  to  be  achieved. 
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STATE  EXPERIENCE  UNDER  THE  FEDERAL  POLICY 


Reporting 


The  nationwide  review  of  eligibility  of  families  receiving  AFDC,  which 
was  made  in  19&3  at  the  direction  of  the  Senate  Appropriations  Committee, 
included  the  first  requirement  for  State  reporting  on  the  question  of 
recipient  fraud  which  applied  to  all  Federally  aided  public  assistance 
programs.    7/  Questions  were  raised  on  methods  of  preventing  fraud,  on 
problems  in  carrying  out  plan  provisions  relating  to  questions  of  fraud, 
and  on  cooperation  and  problems  in  working  with  law  enforcement  officials. 
A  section  also  requested  selected  statistical  data  if  available.  The 
period  to  be  covered  was  from  April  1962  until  submittal  of  the  report, 
which  was  requested  by  January  10,  1963.    Reports  were  received  from 
37  States,  New  York  City,  and  the  District  of  Columbia. 

No  substantive  changes  have  since  been  made  in  the  reporting  form.  8/ 
Required  annual  reports  have  been  made,  beginning  with  fiscal  year  1964. 

Coverage  includes  all  Federally  aided  public  assistance  programs  under 
Titles  I,  TV,  X,  XXV,  XVI  and  XIX  of  the  Social  Security  Act.    The  reports 
contain  data  on  the  number  of  cases  in  which  there  was  a  question  of 
recipient  fraud,  the  number  in  which  facts  were  insufficient  to  support 
such  a  question,  and  the  number  in  which  facts  were  sufficient.  For 
the  latter  group,  the  number  referred  and  the  number  not  referred  to 
law  enforcement  officials  are  reported,  as  are  reasons  for  non-referral 
and  for  disposition  without  prosecution  by  law  enforcement  authorities. 

The  following  analysis  deals  only  with  the  public  assistance  agency 
decision  and  action  and  with  decision  by  the  legal  authorities  to  pros- 
ecute or  reasons  for  non -prosecution.    Data  are  not  obtained  on  convic- 
tions, appeals,  or  reversals.    Thus  it  must  stop  short  of  any  statements 
based  on  legal  decision  that  client  action  or  non-action  was  fraudulent. 


7/  State  Letter  No.  6l0,  Dec.  17,  1962,  "Inquiry  on  Methods  used  by  State 
Public  Assistance  Agencies  in  Determining  Eligibility,"  and  enclosures, 
Form  FS-332  and  instructions,  same  title.    Part  III  of  the  form  is 
"Recipient  Fraud  (AFDC,  OAA,  MAA,  AB,  APTD)."    Information  relating  to 
question  of  recipient  fraud  is  contained  in  "Eligibility  of  Families 
Receiving  AFDC:    A  Report  Requested  by  the  Senate  Appropriations  Com- 
mittee," U.S.  DHEW,  July  1963. 

8/  Successive  issuances  of  the  reporting  form  are  by:    State  Letters  No. 
723  of  April  9,  196U  and  No.  8l6  of  May  10,  1965  and  Handbook  Trans- 
mittal No.  8l  of  June  8,  1966.    See  Appendix  II,  page  39 • 
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A  wealth  of  philosophical  comment  and  accounts  of  developing  structure 
and  methods  for  minimizing  occurrence  of  recipient  fraud  is  contained 
in  the  reports.    They  present  a  picture  of  differences  in  definitions 
and  criteria  for  identifying  questions  of  fraud  and  for  determining 
whether  facts  are  sufficient  to  support  further  investigation;  in  other 
methods  of  handling  within  the  agency;  in  whether  referrals  are  or  are 
not  made  to  law  enforcement  officials;  and  in  action  by  such  officials 
when  referrals  are  made. 

These  differences  in  law,  policy,  and  practice  prevent  comparison  of 
quantitative  data  between  States  or  even  from  year  to  year  for  a  given 
State.    Neither  differences  in  law  or  policy  nor  in  recipient  action 
would  seem  to  explain  differences  in  numbers  of  cases  reported  by  the 
worker  or  the  staff  member  responsible  for  deciding  whether  there  may 
be  fraud  and  the  sufficiency  of  facts  and  deciding  whether  to  make  a 
referral  to  law  enforcement  officials.    Nor  is  it  possible  to  assess 
actual  differences  in  incidence  of  questions,  or  the  extent  to  which 
reporting  differs  due  to  agency  interpretation  of  Federal  instructions. 
Some  agencies  appear  to  include  in  the  report  all  cases  in  which  there 
are  overpayments  when  law  or  policy  requires  their  review  to  determine 
whether  there  may  have  been  fraud.    Others  report  only  those  in  which 
further  investigation  has  indicated  that  facts  are  sufficient  to  sup- 
port a  question  of  fraud.    In  one  State  the  county  agency  reports  a 
case  to  the  State  agency  only  if  the  recipient  has  liquid  resources 
and  refuses  to  make  a  repayment  for  assistance  fraudulently  received. 
Other  factors  affecting  the  number  of  questioned  cases  include  the 
nature  of  the  assistance  programs,  adequacy  of  assistance,  staff  quali- 
fications and  training,  and  size  and  coverage  of  workloads. 

A  substantial  proportion  of  the  cases  reported  by  some  agencies  are 
those  in  which  facts  are  considered  by  agency  reviewing  staff  not  to 
support  a  question  of  fraud.    Other  agencies  report  all  questioned  cases 
as  supportable  by  available  facts.    It  seems  obvious,  where  so  large  a 
proportion  of  total  questions  on  cases  are  considered  not  supportable 
by  available  facts,  that  criteria  for  identifying  and  reporting  are  not  as 
clear  as  could  be  desired  and  that  staff  are  not  sufficiently  aware  of 
definitions  and  evidence  needed  to  support  questions. 

Bases  for  Questions  and  Policy  and  Procedure  Changes 

What  may  appear  to  be  fraud  or  misrepresentation  may  actually  be  a  lapse 
or  failure  in  communications.    Complex  or  unclear  public  assistance  policies 
and  procedures  for  determination  of  eligibility  and  amount  of  assistance 
payments  increase  the  difficulties  in  initial  determinations  and  in  keeping 
abreast  of  changes  in  needs  and  circumstances  of  recipients  and  their 
families.    Effective  communication  requires  that  policies  and  methods  be 
understood  by  worker,  client,  and  community,  and  that  there  be  common 
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understanding  and  acceptance  of  rights  and  responsibilities  in  continuing 
relationships.    Agency  operations,  including  staffing  and  location  of 
offices,  are  additional  important  ingredients  for  productive  relation- 
ships in  serving  the  needs  of  eligible  persons. 

As  policies  and  methods  of  operating  income  maintenance  programs  are 
improved  in  content  and  simplified,  and  as  better  understanding  and 
acceptance  of  mutual  client  and  agency  rights  and  responsibilities  are 
achieved,  improper  payments  involving  agency  or  client  error  or  fraud 
should  decline  further.    The  Federal  agency  believes  that  public  assist- 
ance programs  based  on  required  methods  for  determination  of  eligibility 
will  inspire  public  confidence  so  that  those  who  are  eligible  will  make 
appropriate  use  of  the  programs  and  those  who  do  not  need  them  will  re- 
spect both  the  agency  and  those  who  avail  themselves  of  the  agency's 
assistance  and  other  services. 

Need  is  the  primary  eligibility  requirement  for  all  public  assistance 
programs  and  the  source  of  the  largest  number  of  questions  on  propriety 
of  payments,  whether  due  to  agency  or  to  client  error.    Legal  provisions 
in  the  Social  Security  Act  and  in  companion  State  laws  must  be  translated 
into  policies  and  procedures  for  meeting  the  needs  of  millions  of  per- 
sons in  an  infinite  variety  of  circumstances  and  of  ability  to  cope  with 
their  situations.    In  many  States,  appropriations  have  never  been  suffi- 
cient to  meet  full  need  in  all  cases.    Complex  policies  and  procedures 
have  often  been  difficult  for  clients  and  agency  staff  to  understand 
and  follow. 

The  greatest  single  cause  of  questions  of  recipient  fraud  (as  well  as 
overpayments)  is  reported  to  be  the  client's  failure  to  report  changes 
in  income  or  resources.    The  Social  Security  Act  required  consideration 
of  all  income  and  resources  in  determination  of  need  for  assistance  in 
all  programs  until  October  1,  1950*  when  exemption  of  $50  earned  income 
per  month  per  recipient  was  permitted  in  determining  need  for  Aid  to  the 
Blind  (AB).    This  exemption  was  required  after  July  1,  1952.  Provisions 
for  additional  exemptions  in  AB  and  all  other  programs  have  been  contained 
in  successive  amendments  to  the  Social  Security  Act  and  in  legislation 
for  related  programs  such  as  the  Manpower  Development  and  Training  Act, 
the  Economic  Opportunity  Act,  and  the  Elementary  and  Secondary  Education 
Act.    The  Handbook  of  Public  Assistance  Administration  has  been  revised 
to  incorporate  each  change  required  by  legislation.  2/ 

The  impracticality  of  maintaining  absolute  currency  of  information  on 
requirements  and  on  resources  of  individuals  is  recognized  in  Federal 
policy.    Federal  minimum  standards  have  been  set,  and  modified  on  the 


2/  Handbook  of  Public  Assistance  Administration,  IV-3131. 
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basis  of  experience,  for  periodic  redetermination  of  eligibility  and 
for  agency  action  following  receipt  of  information  on  changes  in  the 
circumstances  of  recipients  which  may  affect  their  eligibility.  10/ 

Recognizing  the  impossibility  of  describing  all  of  the  myriad  and  diverse 
circumstances  of  need  which  clients  may  have,  and  believing  that  greater 
equity  in  treatment  of  individuals  would  thereby  be  achieved,  the  Federal 
agency  has  encouraged  State  agencies  to  simplify  standards  and  procedures 
for  consideration  of  requirements  and  income  and  resources.  Consulta- 
tion has  been  provided  to  the  States,  guide  materials  have  been  issued,  11/ 
and  several  revisions  have  been  made  in  the  requirements  and  guides  set 
forth  in  the  Handbook.  12/ 

Agency  error  or  client  failure  to  provide  accurate  information,  with  or 
without  intent,  may  also  occur  with  respect  to  other  eligibility  require- 
ments such  as  age;  blindness;  incapacity:  permanent  and  total  disability: 
those  specific  to  AFDC,  including  deprivation  of  parental  support  or 
care,  unemployment  of  a  parent,  living  in  the  home  of  specified  relatives; 
those  particular  to  provision  for  foster  care  in  AFDC,  to  the  community 
work  and  training  program,  to  the  work  experience  and  training  program 
under  Title  V  of  the  Economic  Opportunity  Act,  or  to  the  programs  pro- 
viding medical  care  by  payments  to  vendors       MAA  under  Title  I  or  MA 
under  Title  XIX  of  the  Social  Security  Act. 

Reports  show  that  policies  and  methods  for  eligibility  determination 
have  continued  to  be  clarified  and  simplified.    Policies  and  methods 
for  prevention,  identification,  and  dealing  with  questions  of  fraud 
have  been  refined.    Understanding  by  client  and  staff  and  training  for 
staff  in  more  effective  service  have  been  emphasized. 

The  rate  of  progress  has  not,  of  course,  been  uniform.    Program  objectives 
and  basic  agency  policy  and  procedures  determine  ways  in  which  claims  for 
assistance  are  received  and  handled.    Questions  continue  on  methods  of 
determining  eligibility,  consideration  of  income  and  resources,  and  con- 
sistency of  methods  for  investigation  with  the  legal  rights  of  individuals. 


10/  Handbook  of  Public  Assistance  Administration,  IV-2200. 

11/  "Simplified  Methods  for  Determining  Needs,"  transmitted  by  State 

Letter  No.  712,  Feb.  5,  1964.    "Simplified  Methods  for  Consideration 
of  Income  and  Resources,"  transmitted  by  State  Letter  No.  872,  Jan.  7, 
1966. 

12/  Handbook  Transmittal  No.  76,  Feb.  23,  1966,  and  HB  IV-3120  and  313I; 
HT  No.  86,  July  6,  1966,  and  HB  IV-3120-25,  3131-32  and  IV-3140;  HT 
No.  120,  April  10,  1967,  and  HB  IV-3120;  a  revision  of  HT  No.  120  is 
contained  in  SRS  Program  Regulation  No.  20-7  of  Jan.  29,  1969  and 
Code  of  Federal  Regulations,  ^5  CFR  233-20. 
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Among  agency  actions  reported  as  factors  in  reduction  of  questions  of 
possible  fraud  are: 

1)  Simplification  of  agency  regulations  and  improvement  of  methods, 
forms,  and  procedures  relating  to  determining  eligibility  and 
amount  of  the  payment; 

2)  liberalization  of  standards  for  requirements  and  for  consider- 
ation of  income,  leading  to  more  nearly  adequate  assistance. 

Because  clients,  staff,  and  the  public  are  ever-changing  groups  and 
neither  program  content  nor  needs  and  circumstances  of  applicants  and 
recipients  are  static,  such  efforts  must  be  continuous  in  all  areas  of 
administration  of  public  assistance  programs.    State  and  Federal  agencies 
will  need  to  continue  to  work  toward  simplification  of  procedures  and 
standards  for  determination  of  eligibility  and  development  and  applica- 
tion of  assistance  standards.    Efforts  must  be  redoubled  in  recruitment 
and  development  of  staff  of  more  nearly  adequate  quality  and  numbers  to 
carry  assignments  varying  in  nature  and  complexity. 

Although  there  was  little  experience  in  separating  the  functions  of 
eligibility  determination  and  provision  of  social  services  during  the 
years  covered  by  these  reports,  this  also  appears  a  promising  develop- 
ment in  program  operation  and  as  such  should  enhance  efforts  to  provide 
assistance  promptly  in  proper  amounts  to  eligible  persons. 

Prevention  Through  Client-Agency  Understanding 

The  importance  of  prevention,  rather  than  identification  and  handling 
of  questions  of  recipient  fraud,  is  the  one  point  on  which  all  agencies 
agree.    Responsibility- for  prevention  lies  with  both  the  agency  and  the 
client:    With  the  agency  for  clear  policy  and  procedure  and  for  staff 
sufficient  in  number  and  quality  to  make  valid  determinations  of  eligi- 
bility and  understandable  explanations  to  clients  of  the  conditions  and 
requirements  affecting  their  eligibility;  and  with  the  recipient  for 
reporting  changes  that  might  affect  his  eligibility  or  the  amount  of  his 
payment,  even  when  the  program  is  limited  seriously  by  policy  or  financing. 
The  recipient  should  not  be  held  accountable  unless  he  knows  the  elements 
on  which  his  eligibility  is  based  and  how  his  budget  is  computed.  The 
worker  (as  the  programs  were  administered  over  the  period  covered  by  this 
report)  had  to  have  both  the  ability  and  the  time  for  determining  eligi- 
bility and  amount  of  payment  and  for  informing  the  recipient  of  his  re- 
sponsibilities .    The  agency  had  to  help  the  worker  develop  his  skills, 
give  him  the  necessary  knowledge,  and  arrange  its  administrative  machinery 
in  a  manner  to  permit  speedy  action  on  reported  changes  in  the  circum- 
stances of  recipients. 
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Reports  have  placed  greatest  emphasis  on  client-agency  communication 
and  understanding,  and  considerable  progress  appears  to  have  been  made. 
As  one  report  put  it,  full  understanding  between  client  and  agency  staff 
is  basic  to  understanding  of  program  content  and  of  mutual  and  respec- 
tive rights  and  obligations. 

Another  agency  explained  the  decrease  in  questions  of  fraud  as  due  in 
large  part  to  growth  of  rapport  between  worker  and  client  and  mutual 
respect  and  trust  that  lessened  the  need  for  concealment  associated 
with  fraudulent  behavior;  and  to  dissipation  of  ignorance  and  bias  in 
agency- client  relations . 

Many  methods  and  techniques,  some  more  useful  than  others,  have  been 
tried  to  achieve  better  understanding  and  utilization  of  the  public 
assistance  programs: 

1)  Community  centers  with  trained  staff  leading  to  increased 
awareness  of  eligibility  requirements  and  community  involve- 
ment; 

2)  family  rehabilitation  methods  which  emphasize  case  analysis 
and  identification  of  existing  or  potential  problems  and  other 
areas  of  family  functioning; 

3)  discussions  of  program  and  problems  with  client  groups  or 
organizations ; 

k)    revisions  of  application  blanks  and  other  agency  forms  and 
communications  and  use  of  check  stuff ers  or  fliers  explaining 
the  program; 

5)  giving,  reading,  and  discussing  with  clients,  individually,  a 
card  or  letter  or  other  statement  informing  them  of  rights  and 
obligations  in  relation  to  receipt  of  assistance,  especially 
the  obligation  to  report  changes  in  circumstances  —  one  agency 
calls  it  "Keep  us  Posted"  and  issues  it  in  two  languages; 

6)  required  use  of  an  "Affirmation  of  Eligibility"  (one  version 
was  held  by  a  State  court  to  be  too  narrow  in  definition  to 
cover  certain  case  situations  in  fraud  trials;  some  States 
question  usefulness  of  such  statements  as  assurances  of  client 
understanding) ; 

7)  required  client  submittal  of  resources  reporting  forms  (some 
States  question  usefulness  due  to  lack  of  client  understanding 
because  of  complexity,  language  barriers,  or  illiteracy,  senility, 
or  other  mental  limitations). 
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A  method  of  preventing  fraud  that  may  have  increasing  use  in  the  near 
future  was  reported  by  an  agency  which  stated  that  in  making  changes 
in  policy,  procedures,  or  forms,  there  is  special  effort  to  see  that 
changes  do  not  afford  opportunities  for  recipient  fraud.    Opinion  of 
legal  counsel  is  sought,  if  indicated,  "as  to  the  strength  of  the  new 
material  in  event  of  its  involvement  in  fraud  proceedings  before  a 
court  of  law." 

Staffing  and  Training  of  Workers 

Staff  adequate  in  numbers  and  skill  to  perform  all  agency  functions  is 
a  goal  of  maximum  importance  and  always  to  be  sought.    High  workloads 
and  frequent  and  heavy  social  work  staff  turnover  have  adversely  affected 
consistency  in  application  of  agency  policies  and  procedures;  continued 
study  and  efforts  to  alleviate  these  problems  are  reported.    Of  equal 
importance  in  avoiding  uncovered  caseloads  or  being  forced  to  rely  on 
inexperienced  workers,  is  presence  of  sufficient  supervisory,  adminis- 
trative, and  other  supporting  staff. 

Many  States  have  seen,  as  an  important  factor  in  fraud  prevention, 
assignment  of  workloads  more  nearly  commensurate  with  time  and  skill 
needed;  Federal  standards  under  the  social  services  policy  have  supported 
this  movement.    In  commenting,  some  States  noted  that  reduced  caseloads 
would  increase  the  likelihood  of  exposure  and  punishment  and  emphasized 
the  deterrent  effects  of  more  frequent  visits,  but  others  stressed  the 
opportunity  afforded  for  better  worker-client  relationships  and  the 
establishment  of  respect  for  the  agency  through  rapport  with  its  repre- 
sentative, the  worker.    Among  the  advantages  cited  are: 

1)  Greater  opportunity  for  establishing  a  relationship  of  trust 
for  mutual  exploration  of  eligibility; 

2)  belief  by  the  client  that  the  agency  exists  to  be  of  service 
to  him; 

3)  time  for  becoming  more  familiar  with  families  and  their 
situations,  for  more  complete  and  thorough  determinations 
of  eligibility,  and  for  ensuring  client  understanding.  In 
rural  areas  where  caseloads  are  small,  there  seems  to  be 
less  likelihood  of  fraud. 

Some  States  have  expanded  their  training  materials  to  use  findings  of 
administrative  reviews  and  the  quality  control  system.    These  findings 
have  pointed  up  sources  of  problems  in  valid  determination  of  eligi- 
bility, including  possibilities  of  misinterpretation  or  lack  of  under- 
standing of  specific  policies,  inequities  or  gaps  in  program  development, 
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or  ineffective  administration.    Other  sources  used  for  content  for 
staff  training  include:    Central  review,  internal  audit,  special  ser- 
vices, and  observation  of  normal  daily  operations  of  local  units. 

Training  programs  for  workers  have  concentrated  on  understanding  and 
working  with  client  situations  and  agency  regulations  most  usually 
found  to  be  associated  with  overpayments  due  to  agency  or  client  error. 
As  one  State  said,  "the  same  steps  that  prevent  overpayments  also  con- 
tribute to  the  prevention  of  fraud."    Another  commented  "by  requiring 
self -analysis  it  is  hoped  there  will  be  more  awareness  of  the  contrib- 
tory  factors  of  agency  policy  and  practice";  another  made  a  careful 
study  of  social  histories  for  possible  danger  areas.    Use  of  policy 
exercises  (short  case  situations)  on  a  statewide  basis  to  help  staff 
be  alert  to  various  problem  situations,  uniform  interpretation  of  new 
policies,  and  review  of  old  policies;  and  working  with  local  staff 
around  better  explanation  of  policies  to  clients  have  been  found  help- 
ful. 

A  number  of  States  have  embarked  on  formal  staff  development  efforts 
specifically  related  to  fraud.    One  with  a  large  program  reports  con- 
tinuing training  sessions  by  staff  of  large  counties,  with  State  agency 
staff  holding  similar  sessions  for  staff  of  smaller  counties.  Focus 
is  on  the  meaning  of  fraud  in  public  assistance,  on  means  of  prevention, 
and  on  methods  to  be  used  when  it  is  suspected  or  identified.    A  State 
training  aid,  titled  "Recipient  Fraud  for  County  Welfare  Workers,"  is 
available  to  counties.    Each  month,  all  counties  report  administrative 
and  legal  action  on  cases  involving  questions  of  recipient  fraud.  Com- 
pilations of  these  reports  are  issued  by  the  State  on  a  quarterly  basis . 

Workshop  training  sessions  have  effectively  used  manual  material  on 
aims  and  intent  of  statutes  and  policies  on  fraud,  with  emphasis  on 
client  understanding,  careful  determination  of  eligibility,  and  simpli- 
fication of  procedures.    In  other  States,  field  representatives  lead 
discussions  with  local  staff,  emphasizing  purposeful  direct-questioning 
of  clients,  rewording  of  questions  as  necessary,  clear  and  verified 
establishment  of  eligibility  and  careful  recording. 

Another  State,  finding  that  "the  objective  determination  as  to  whether 
suspected  fraud  exists  —  is  to  a  large  degree  dependent  on  the  presen- 
tation of  precise  and  factual  data, "  turned  its  training  efforts  toward 
group  meetings  to  improve  the  recording  and  presentation  of  relevant 
information.    Sessions  on  fraud,  a  part  of  one  agency's  training  for 
new  workers,  emphasized  principles  of  client  rights  and  responsibilities 
and  use  of  the  client  as  the  primary  source  of  information. 

An  example  of  use  of  legal  staff  to  train  public  assistance  staff  is 
shown  in  the  First  Annual  Progress  Report  of  one  State  on  an  "Operation 
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Bootstrap"  Section  1115  project  for  employment  of  a  legal  services  spe- 
cialist.   Training  was  given,  among  other  subjects,  on: 

"The  legal  and  constitutional  rights  of  clients,  and  the  resultant 
service  obligations 

"Simple,  elementary  rules  of  evidence  governing  judicial  or  quasi- 
judicial  proceedings  (fair  hearings)  .... 

"To  be  touched  upon  hopefully,  the  changes  in  violation  (fraud) 
procedures  necessitated  by  the  recent  U.S.  Supreme  Court  deci- 
sions as  to  circumstances  under  which  admission  of  guilt  by  client 
may  be  used  against  him;  also,  the  inadmissability  of  evidence 
secured  illegally  (house  search,  etc.)  to  sustain  alleged  fraud. 

"...  due  process  has  been  defined,  for  staff  awareness,  as  well 
as  in  adult  fraud  proceedings.    Because  of  the  almost  universal 
rejection  of  alleged  violations  (fraud)  referred  for  prosecution 
since  Miranda  and  Escobedo,  it  was  felt  our  procedures  and  forms 
for  handling  such  matters  should  be  reviewed.    There  was  also  some 
feeling,  arising  out  of  experience  as  referee  in  fair  hearings, 
that  local  staff  failed  to  understand  that  intent  is  a  fundamental 
factor  in  criminal  matters." 

Investigation  of  Questions 

State  plans  must  provide  for  use  of  investigatory  methods  consistent 
with  the  legal  rights  of  individuals  in  instances  of  suspected  fraud. 
A  major  goal  in  developing  agency  policies  and  procedures  is  to  accom- 
plish program  objectives  of  conservation  and  development  of  human  re- 
sources and  to  follow  principles  affording  due  process  of  law.  The 
Handbook  states  in  IV-2633: 

"While  somewhat  more  intensive  methods  of  investigation  in  cases 
of  suspected  fraud  may  be  necessary  than  are  used  in  the  determin- 
ation of  initial  and  continuing  eligibility,  it  is  important  that 
the  methods  of  securing  facts  necessary  to  support  the  agency's 
decisions  with  respect  to  eligibility  and  amount  of  payment,  and 
for  referral  to  law  enforcement  officials,  are  consistent  with 
principles  recognized  as  affording  due  process  of  law." 

One  State  agency  pointed  out  to  staff  that  recipients  suspected  of 
fraud  have  the  same  rights  (and  protection)  as  any  other  citizen  sus- 
pected of  a  crime:    To  counsel,  to  freedom  from  illegal  search  or 
seizure,  to  a  court  trial  to  determine  innocence  or  guilt,  to  due  pro- 
cess in  any  legal  action,  and  to  confidentiality  of  privileged  infor- 
mation. 
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Concern  about  what  happens  to  people  in  the  course  of  investigations 
relating  to  fraud,  voiced  by  a  State  board,  was  set  forth  in  an  early- 
report  which  stressed  protection  of  civil  rights,  efforts  toward  adequate 
advice,  full  awareness  of  rights  and  responsibilities,  and  due  process 
in  the  investigations.    Need  was  seen  for  additional  training  materials 
to  achieve  mutual  understanding  between  clients  and  agency  staff. 

It  seems  clear  that  increasing  recognition  of  clients'  legal  and  consti- 
tutional rights,  by  the  courts  and  the  public  generally,  requires  public 
assistance  agencies  to  review  all  of  their  policies  and  procedures  in- 
cluding those  relating  to  recipient  fraud.    Several  reports  have  referred 
to  such  review,  to  stepped-up  staff  training,  and  to  joint  planning  with 
State  and  local  legal  authorities.    Difficulties  in  interpretation  of 
rights  and  responsibilities  and  in  reaching  mutual  understanding  between 
clients  and  agencies  were  reported  as  heightened  by  "outside  pressure" 
groups  which  advised  clients  that  they  need  not  report  their  improved 
financial  status.    Recipients  were  said  to  believe  that  if  failure  to 
report  were  discovered,  an  offer  of  restitution  would  be  sufficient  to 
settle  any  question. 

Agency  Decision  and  Administrative  Action 

State  plans  must  provide  for  designation  of  agency  officials  responsible 
for  deciding  whether  individual  cases  involving  a  question  of  fraud  are 
to  be  referred  to  law  enforcement  authorities. 

State  plans  provide  most  commonly  for  such  decision-making  by  State 
agency  directors  and  program  policy  directors,  sometimes  independently 
and  sometimes  in  consultation  with  other  staff,  including  the  legal 
advisor.    In  others,  the  decisions  are  made  by  local  staff  or  county 
boards.    With  experience,  some  modifications  have  been  made  in  assign- 
ment of  decision-making  responsibility. 

Responsibility  to  determine  whether  an  overpayment  may  involve  a  ques- 
tion of  fraud  and  to  make  recommendation  on  how  to  handle  it  is  often 
assigned  to  units  variously  titled  "overpayment  unit,"  "case  review," 
"case  audit,"  "legal  unit,"  or  "property  or  resource  consultant." 
Many  agencies  channel  all  or  the  majority  of  the  cases  reported  by 
workers  as  possibly  involving  a  question  of  fraud  through  such  units 
or  staff.    Recovery,  reimbursement,  or  restitution  may  be  arranged  or 
action  taken  to  suspend  or  discontinue  the  payment;  liens  may  be  taken, 
a  civil  suit  may  be  instituted;  or  referral  may  be  made  to  law  enforce- 
ment officials  for  action  including  possible  criminal  proceedings.  Ex- 
amples of  types  of  cases  that  may  be  reviewed  are: 

1)  Overpayment  cases; 

2)  cases  in  which  employment  was  resumed; 
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3)    cases  closed  for  specified  reasons  such  as  those  related  to 
income  or  resources,  for  example,  the  receipt  of  OASDHI  or 
other  similar  benefits; 

k)    cases  closed  for  other  eligibility  reasons,  such  as  return 
of  the  absent  father. 

Cases  in  which  it  is  clear  that  the  problem  is  one  of  client  misunder- 
standing or  other  non-villful  act  or  the  result  of  agency  error  are 
handled,  in  most  States,  by  agency  procedures  unrelated  to  fraud. 
When  the  public  assistance  agency  determines,  however,  that  facts  are 
sufficient  to  support  a  belief  that  fraud  may  have  occurred,  a  deci- 
sion is  made  whether  to  refer  the  case  to  the  appropriate  law  enforce- 
ment authorities,  who  then  decide  whether  prosecution  or  other  form  of 
legal  action  should  be  undertaken. 

Agency  policies  differ  on  action  to  be  taken  when  facts  are  deemed 
sufficient  to  support  the  question  of  fraud.    Some  agencies  are  required 
by  law  or  policy  to  refer  all  such  cases  to  law  enforcement  authorities; 
some  refer  none.    Some  agencies  themselves  attempt  to  reclaim  amounts 
improperly  received  in  all  cases;  others,  only  if  the  recipient  has 
liquid  assets  in  addition  to  amounts  needed  for  current  living  expenses; 
still  others  decide  on  the  basis  of  whether  the  amounts  due  are  small 
or  whether  repayment  would  work  an  undue  hardship  on  the  client. 

An  agency  which  reports  a  negligible  portion  of  the  questioned  cases 
supportable  after  State  office  investigation  believes  that  more  can  be 
accomplished  by  attempts  to  obtain  repayments  than  by  referring  for 
possible  prosecution.    Another  agency,  while  stating  the  general  expe- 
rience that  circumstances  of  recipients  usually  preclude  court  action, 
nevertheless  believes  that  "if  repeated  offenders  are  not  referred  to 
court,  potential  for  repetition  increases.    Sometimes  probation  is  the 
solution."    Another  analyzed  its  report,  stating  that  age,  senility, 
mental  or  physical  condition  of  the  recipient,  the  small  amounts,  and 
late  discovery  of  the  fraud  make  referral  unproductive.    Repayment  plans, 
regardless  of  the  method  or  whether  they  produce  results,  if  worked  out 
by  the  public  assistance  agency  in  some  States,  compromise  chances  for 
successful  legal  action. 

Recipients  alleged  by  the  agency  to  have  committed  fraud  may  be  referred 
for  legal  action  in  some  States  only  if  they  refuse  to  repay;  legal 
officials  may  then  order  repayment  in  lieu  of  prosecution,  or  the  courts 
may  grant  probation  only  if  repayment  is  made.    Comments  one  State  agen- 
cy, "Unrealistic  repayment  agreements  result." 
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In  some  States,  regardless  of  need,  clients  are  not  eligible  for  assist- 
ance until  repayment  has  been  made  or  the  repayment  order  rescinded  by 
the  court.    In  other  States,  if  need  continues,  assistance  also  con- 
tinues, even  if  the  recipient  is  indicted  or  convicted.    Still  other 
States  hold  that  "recipients  should  not  be  expected  to  make  repayments 
from  assistance  grants  or  income  required  to  meet  monthly  living  ex- 
penses."   Elsewhere,  overpayments  are  treated  as  income  and  the  case 
is  closed  if  the  overpayments  exceed  a  two  months'  budget,  or  payments 
are  reduced  if  a  lesser  amount  is  involved.    Another  report  says  "If 
repayment  is  not  made  and  ability  to  repay  seems  clear-cut,  the  case 
may  be  referred  to  the  Legal  Division  for  possible  court  action."  A 
penalty  period  of  ineligibility  is  sometimes  employed  or  a  reduction 
of  future  assistance  payments  is  authorized.    Another  agency  said  "With 
a  stiff  enforced  period  of  ineligibility,  fraud  no  longer  appears  so 
attractive  to  most  of  the  clients." 

In  most  States  it  is  the  welfare  agency  that  evaluates  the  recipient's 
ability  to  repay,  but  one  reported  that  "The  court  will  make  its  own 
decision  regarding  restitution  and  the  county  department  will  observe 
any  court  orders."    Some  State  laws  require  that  restitution  be  made 
for  assistance  obtained  fraudulently.    It  was  reported  by  one  State 
that  "increasingly,  judges  are  ordering  restitution  to  the  State  and 
imposing  probation  with  such  condition." 

Special  Investigative  Staff:    Some  State  agencies,  following  report 
of  a  question  of  fraud  in  a  given  case,  use  staff  other  than  regular 
caseworkers  to  make  the  additional  investigations  and  perform  other 
necessary  activities.    Establishment  of  a  central  fraud  unit,  assign- 
ment to  a  special  unit  for  follow-up  on  resources,  and  more  active 
participation  of  agency  legal  staff  are  reported  as  factors  in  fur- 
thering mutual  understanding  and  acceptance  of  respective  philosophies 
and  roles  of  public  assistance  agencies  and  legal  authorities. 

Although  the  number  of  State  and  local  agencies  served  by  special 
investigative  staff  has  increased  somewhat,  latest  information  shows 
none  in  a  majority  of  the  States  at  either  level.    Such  staff  are  more 
likely  to  be  found  in  the  larger  cities,  but  in  several  of  the  largest 
cities  it  has  not  been  thought  necessary  to  provide  for  special  investi- 
gative methods. 

States  using  special  investigators  differ  in  their  attitudes  as  expressed 
in  their  reports.    While  one  stated  "The  Department  is  convinced  that 
there  is  need  for  the  county  social  work  staff  to  take  greater  responsi- 
bility in  preventing  and  detecting  fraud  and  in  undertaking,  when  appro- 
priate, the  initial  investigation  of  suspected  fraud,"  some  States  com- 
mented that  workers  were  relieved  to  have  no  part  in  the  investigation 
of  fraud.    "It  is  difficult  to  work  with  a  family  concerning  current 
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needs  and  at  the  same  time  be  a  witness  against  them  in  a  criminal 
proceeding/1  one  report  said.    Another  noted  that  "designating  an 
official  primarily  responsible  for  determining  whether  the  case  should 
be  referred  to  the  law  enforcement  agency  has  freed  the  caseworker 
from  feeling  directly  involved  in  activities  relating  to  the  prosecution 
of  the  recipient.'    This  has  resulted  in  the  worker  becoming  more  objec- 
tive and  comfortable  in  reporting  cases  of  suspected  fraud."  Another 
directed  attention  to  the  fact  that  "the  benefits  to  be  gained  in  the 
deterrents  to  fraud  may  be  far  outweighed  by  a  corresponding  loss  in 
steps  toward  social  rehabilitation." 

Some  agencies  see  the  primary  advantage  in  use  of  special  investigators 
as  "prompt,  efficient  investigation  of  suspected  cases."    Others  wel- 
comed their  assistance  in  "making  investigations  which  may  require 
methods  beyond  casework."    Troubled  by  the  individual  interpretations 
of  workers  concerning  whether  fraud  existed  and  what  action  the  agency 
should  take  with  the  recipient,  another  was  relieved  that  it  could 
permit  the  legal  division  to  make  this  determination. 

Some  States  reported  that  their  special  units  were  helpful  in  securing 
action  by  law  enforcement  officials.    They  were  used  to  draw  up  fact 
sheets  for  prosecuting  attorneys  in  cases  where  fraud  was  suspected 
and  where  the  prosecutor  had  to  make  a  determination  of  whether  to 
prosecute.    One  agency  reported  that  this  relieved  the  workers  of  the 
problem  of  proper  documentation  of  cases  for  presentation.    Some  cases 
are  now  actionable  because  of  "the  availability  of  these  reports  plus 
the  availability  of  the  investigators  ...  as  witnesses."    This  has  also 
led  to  a  much  better  relationship  vith  many  district  attorneys.    In  this 
State  all  cases  of  apparent  criminal  fraud  in  which  the  county  agency 
needs  help  are  referred  to  the  investigative  unit  of  the  State  Depart- 
ment of  Justice. 

Agency  Legal  Staff :    Strength  and  effectiveness  of  legal  units  of  public 
assistance  agencies  have  been  recognized  in  many  States  and  localities 
by  assignment  to  these  units  of  responsibility  for  filing  charges  and 
following  legal  proceedings.    While  this  relieves  legal  authorities  of 
the  sometimes  onerous  or  thankless  responsibility  for  seeking  penalty 
from  persons  whose  plight  elicits  public  sympathy,  it  may  also  afford 
more  understanding  treatment  from  those  with  more  extensive  experience 
in  considering  the  situations  of  those  seeking  or  receiving  public 
assistance. 

In  an  increasing  number  of  agencies,  legal  staff  play  a  major  part  in 
decisions  on  handling  of  cases  in  which  there  is  considered  to  be  a 
possibility  of  fraud.    Staff  attorneys  are  used  to  prepare  witnesses 
for  trial  and  to  present  evidence  in  court.    Where  county  departments 


2b 


1169 


have  the  assistance  of  an  attorney,  cooperative  relationships  with  the 
law  enforcement  officials  and  courts  seem  to  have  improved.    A  State 
agency  reported  that  the  main  reason  for  the  excellent  relationships 
with  law  enforcement  authorities  i6  that  the  department  acts  as  its 
own  enforcement  officer  through  its  claims  settlement  division.  Its 
agents  prepare  complaints,  attend  and  testify  at  hearings,  and  assist 
the  district  attorney  in  preparing  cases  for  trial. 

In  making  these  comments,  however,  the  agency  pointed  out  one  of  the 
major  dilemmas  of  an  agency  whose  purpose  is  to  serve  those  in  need. 
"The  frequently  serious  consequences  of  prosecution  have  to  be  weighed 
against  the  deterrent  values  of  court  action.    Although  final  decision 
rests  with  the  Attorney  General,  the  agency  recommendation  is  rarely 
questioned  and  many  factors  must  be  considered  in  the  judgment." 

Referral  to  and  Action  by  Law  Enforcement  Authorities 

As  indicated  earlier,  Federal  policy  provides  that  the  role  of  the 
public  assistance  agency  be  limited  to  decision  whether  referral  for 
possible  legal  action  is  justifiable.    Decision  that  assistance  has 
been  obtained  fraudulently  is  a  judicial  function  of  the  law  enforce- 
ment authority.    States  have  found  that  discussion  and  agreement  on 
respective  roles  of  public  assistance  agency  and  law  enforcement  offi- 
cials are  essential.    Criteria  for  referral  of  questioned  cases  and 
procedures  for  follow-up  and  reporting  must  be  agreed  upon.  Advice 
by  legal  authorities  on  types  of  situations  suitable  for  prosecution 
and  consultation  on  individual  cases,  where  necessary,  has  assisted 
in  public  assistance  agency  handling  of  questions.    Procedures  for 
appropriate  investigation,  required  substantiation,  and  forms  of  evi- 
dence, and  for  reporting  of  results  of  legal  action  likewise  have  been 
worked  out  with  a  view  to  mutual  understanding  and  acceptance. 

Many  public  assistance  agencies  have  worked  long,  intensively,  and 
effectively  to  develop  proper  procedures  and  safeguards  for  referral 
to  law  enforcement  authorities  of  those  situations  with  which  they 
cannot  or  are  not  legally  empowered  to  deal;  also,  for  following 
through  to  keep  themselves  informed  of  actions  which  may  appropriately 
be  required  of  them.    Much  progress  has  been  made  in  mutual  understanding 
of  legal  and  social  aspects  of  eligibility  and  of  respective  public 
assistance  and  legal  functions.    High  turnover  in  legal  and  public 
assistance  staff  and  trends  in  public  understanding  require  constant 
attention  in  achieving  optimum  working  relationships . 

That  it  has  not  always  been  possible  to  maintain  role  distinctions 
between  public  assistance  agency  and  legal  authorities  is  evidenced 
by  the  reports.    As  cooperative  relationships  are  developed,  however, 
differences  continue  to  exist  Within  as  well  as  between  States. 


27 


1170 


A  State  agency  which  has  supervisory,  rather  than  administrative,  author- 
ity has  been  concerned  that  fraud  investigations  in  some  counties  might 
involve  methods  inconsistent  with  legal  rights  of  individuals.    It  was 
reported  that,  in  one  county,  welfare  investigators  were  deputized,  with 
power  to  make  arrests;  and  that  State  welfare  regulations  prohibiting 
search  of  the  recipient's  home  or  property  for  evidence  of  fraud  were 
violated.    It  was  thought  that  only  a  few  county  agencies  abused  fraud 
regulations,  but  the  potential  in  numbers  of  recipients  who  might  be 
affected  was  large  because  caseloads  were  moderately  large. 

Agency  reports  emphasize  efforts  to  educate  all  involved  persons  in 
the  legal  and  policy  base  and  in  agency  procedures.    The  situation 
varied  in  the  counties  —  from  agreement  between  the  county  governing 
authority  and  the  district  attorney  that  fraud  is  totally  a  legal 
matter,  to  the  setting  of  investigation  policy  by  the  district  attorney, 
to  be  carried  out  by  the  welfare  investigators.    A  few  district  attor- 
neys appeared  to  continue  to  use  provisions  relating  to  fraud  in  a  man- 
ner that  elicited  more  publicity  than  substantiation  of  allegations . 
An  administrative  review  which  this  State  agency  made  in  one  county 
described  the  complementary  activity  of  public  assistance  and  legal 
authority  staff.    It  was  thought  that  prevention  and  control  of  fraud 
were  well  managed  through  cooperative  relationships  of  the  investigators 
of  the  financial  resources  unit  and  the  staff  of  the  district  attorney. 

Social  workers  and  prosecutors  do  not  always  see  eye  to  eye.    The  blame 
was  placed  by  one  agency  on  the  social  workers,  stating,  "There  is  very 
little  worker  appreciation  of  the  legal  concept  of  intent  to  commit 
fraud,  and  too  frequently  social  workers  label  even  honest  actions  on 
the  part  of  recipients  as  fraudulent  when  it  affects  their  control 
over  an  individual  recipient's  situation."    Another  places  the  blame 
elsewhere,  noting  that  "although  cooperation  generally  is  good,  some 
law  enforcement  agencies  seem  to  have  a  lack  of  understanding  as  to 
just  what  constitutes  fraud  in  welfare  cases." 

Local  legal  authorities  still  refuse  to  work  with  the  caseworker  on 
fraud  cases  in  some  instances.    Welfare  staff  were  unable  to  prepare 
proper  reports,  one  report  said,  but  the  investigations  unit,  with 
specialized  and  trained  staff,  could  follow  up  with  verifications  and 
complete  a  report  that  satisfied  the  law  enforcement  agencies.  In 
another  State,  evaluation  of  legal  evidence  was  hampered  when  the  local 
agency  did  not  have  its  own  attorney,  and  staff  training  was  not  as 
effective  as  it  might  have  been.    "As  workers  and  attorneys  gained  a 
clear  understanding  of  the  respective  roles  of  each,  the  relationship 
between  referring  agency  and  law  enforcement  officials  was  placed  on 
a  more  professional  basis,"  summed  up  one  report. 

Regularly  scheduled  conferences  on  individual  cases  and  attendance  by 
a  public  assistance  staff  member  at  quarterly  State  meetings  of 
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prosecuting  attorneys  have  fostered  understanding  and  cooperation. 
Assistant  Attorneys  General  are  assigned  to  the  legal  division  of  the 
agency  in  some  States.    Efforts  of  another  State  agency  are  directed 
on  a  continuing  basis  toward  more  consistent  delineation  of  roles  — 
which  have  ranged  from  effective  discharge  of  function  by  designated 
staff  in  fraud  units,  or  by  welfare  attorneys,  in  some  counties,  to 
virtual  abdication  and  relinquishment  of  all  responsibility  to  law 
enforcement  officials  in  others.    The  legal  counsel  of  one  of  the 
larger  agencies  is  authorized  to  prosecute  fraud  cases.    A  special 
district  attorney  is  assigned  when  his  investigatory  powers  are 
required  or  when  the  agency  feels  it  is  necessary  to  present  the  matter 
to  a  grand  jury.    Legal  staff  of  the  public  assistance  agency  discuss 
cases  with  county  or  district  attorneys  in  a  State  where  a  determinant 
in  prosecution  is  whether  restitution  has  been  made.    It  is  believed 
that  such  discussions,  as  well  as  investigation  of  questioned  cases, 
have  increased  community  awareness  of  penalties. 

Some  States  report  that  legal  officials  often  are  reluctant  to  accept 
and  slow  to  act  on  referrals.    Obtaining  testimony  through  appearance 
of  witnesses  or  from  records  of  employers  or  other  sources  often  is 
a  problem.    Court  dockets  usually  are  crowded  with  cases  considered 
to  be  more  important  and  susceptible  to  successful  prosecution.  As 
one  report  said,  "the  majority  of  persons  involved  are  aged,  senile, 
and  unable  to  understand  the  term  'income  and/ or  other  resources  re- 
ceived . ' "    Costs  of  court  action  and  small  returns  due  to  indigency 
of  those  referred,  and  difficulty  of  obtaining  convictions  against 
sick  individuals  or  mothers  with  a  number  of  children  are  other  reasons 
that  legal  action  often  appears  infeasible. 

Delay  in  discovery  of  possible  fraud  is  another  impediment  to  action. 
Questions  have  been  found  after  the  recipient  had  been  receiving  assist- 
ance over  a  long  period  of  time.    It  is  difficult  to  prove  that  the 
recipient  made  a  deliberately  false  statement  or  misrepresentation  of 
circumstances  at  the  time  he  was  placed  on  the  rolls  some  time  earlier. 
In  cases  where  fraud  is  discovered  after  the  death  of  the  recipient  and 
the  agency  attempts  to  collect  out  of  his  estate,  problems  are  encoun- 
tered in  proving  fraud  and  in  establishing  the  date  or  dates  upon  which 
the  alleged  fraud  was  committed.    In  the  absence  of  documentation  due 
to  deletion  of  obsolete  material  from  the  case  records,  the  question 
of  fraud  cannot  be  substantiated.    Even  a  signed  statement  does  not 
guarantee  that  there  was  mutual  understanding. 

Some  prosecuting  attorneys  in  metropolitan  counties  reject  prosecution 
on  the  basis  that  caseworkers  did  not  inform  the  client  that  he  was 
being  investigated  for  fraud  and  that  he  had  a  right  to  an  attorney, 
or  on  "other  aspects  of  Supreme  Court  decisions  that  are  currently 
impinging  on  the  law  enforcement  agencies."    An  agency  reported  that 
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only  infrequently,  when  the  local  prosecuting  attorney  will  take  no 
action,  does  it  become  necessary  to  involve  the  office  of  the  Attorney 
General.    The  majority  of  the  referrals  were  disposed  of  without  pros- 
ecution on  the  basis  that  prosecution  was  not  appropriate,  evidence 
was  not  adequate,  or  the  client  was  not  informed  of  his  rights. 

Where  local  law  enforcement  officials  will  not  accept  referrals  or 
are  so  slow  in  their  handling  as  in  effect  to  ignore  them,  some 
public  assistance  agency  staff  or  boards  take  various  steps  toward 
bringing  the  questions  to  resolution,  such  as  discussions  with  State 
attorneys  general  or  with  judicial  officials  or  discussions  with  local 
or  State  executive  or  legislative  authorities.    One  report  was  that 
this  problem  "along  with  other  matters  related  to  appropriate  revisions 
of  our  State  statutes  as  they  relate  to  the  duties  of  the  local  county 
attorneys  who  have  the  responsibility  for  direct  handling  of  fraudulent 
allegations  concerning  recipients"  was  discussed  with  the  State's  Senate 
Judiciary  Committee  by  local  public  assistance  directors. 

Divergent  attitudes  of  local  judges  were  reported  also  in  a  State  in 
which  one  court  declined  to  prosecute  for  non-reporting  of  income  from 
part-time  employment  since  sentence  would  deprive  the  mother  of  employ- 
ment, break  up  the  home,  and  necessitate  foster  home  care  for  the  chil- 
dren.   Another  court  required  reimbursement  for  an  unreported  lump  sum 
workmen's  compensation  payment  even  though  assistance  would  need  to  be 
resumed  soon. 

Immediate  prosecution  has  a  deterrent  value,  some  States  report.  One 
stated  that  this  was  important  even  where  the  sentence  was  suspended 
or  a  minimum  fine  assessed.    Another  reported  the  opinion  of  staff  in 
one  county,  that  "the  one  case  that  was  taken  before  the  grand  jury 
and  filed  by  court  action  prevented  several  instances  of  possible  fraud." 
Cases  prosecuted  in  another  State  were  publicized  "not  only  in  the  press 
but  in  a  few  special  radio  and  TV  programs  with  the  hope  the  publicity 
would  contribute  to  prevention." 

Regarding  suggestions  that  names  and  penalities  be  publicized,  the  agency 
in  another  State  said:    "While  the  social  services  law  prohibits  the 
public  disclosure  of  the  names  of  persons  receiving  public  assistance, 
that  law  specifically  permits  disclosure  by  news  media  of  the  identity 
of  persons  convicted  of  crimes  in  connection  with  their  application  for 
or  receipt  of  public  assistance."    Continuing  cooperation  must  be  main- 
tained not  only  to  resolve  the  individual  cases  but  to  provide  for  ex- 
change of  information  needed  in  discharge  of  respective  responsibilities 
of  public  assistance  and  law  enforcement  officials  for  the  general  wel- 
fare of  the  public  and  the  individual  clients. 
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Although  legal  officials  In  many  States  report  status  of  cases  which 
are  prosecuted  and  some  report  other  dispositions,  less  progress  in 
working  together  has  been  made  than  in  other  areas  in  which  public 
assistance  agencies  and  legal  authorities  have  related  responsibilities. 

In  a  State  which  refers  for  legal  action  all  cases  in  which  it  is 
considered  that  facts  support  the  charges,  members  of  the  bar  have 
given  dynamic  leadership  for  social  justice.    Working  relationships 
between  the  State  welfare  department  and  law  enforcement  authorities 
are  close.    Advice  of  the  Attorney  General's  office  is  available  as 
needed.    A  recent  report  summarizes  concepts  of  cooperative  activities: 

"The  Courts  are  identifying  more  closety  with  the  nature  of  the 
crime  and  the  criminal.    Such  new  directions  are  becoming  manifest 
to  Welfare  Department  personnel  in  daily  contacts  with  the  officers 
of  the  Courts.    There  is  a  reaching  out,  an  invitation  from  the 
Courts  for  the  participation  of  the  representatives  of  the  wel- 
fare Department. 

"As  the  Courts,  the  worker,  and  those  charged  under  a  criminal 
statute  gain  deeper  insight  into  the  matter  to  be  resolved, 
there  will  develop  a  more  meaningful  understanding  of  the  respec- 
tive rights  and  responsibilities  of  all  concerned. 

"More  and  more  there  is  an  acceptance  and  tolerance  of  ideas 
that  once  were  entirely  incompatible.    Out  of  this  growth  in 
knowledge  must  come  a  closer  alliance  between  the  Courts,  the 
Police,  and  the  Welfare  worker  to  preserve  respect  for  law 
while  safeguarding  interest  of  the  accused." 

Agency  responsibilities  to  the  client  and  family  do  not  end  with  the 
decision  to  refer  to  law  enforcement  authorities  or  with  action  by  the 
courts.    Among  follow-up  problems  pointed  out  is  the  difficulty  in 
determining  policy  on  continuing  assistance  to  a  person  indicted  or 
convicted  of  welfare  fraud;  in  individual  cases,  the  decisions  often 
become  very  difficult. 
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APPENDIXES 


I.    Summaries  of  Statistical  Data 

II.    Form  FS-3U3,  "Annual  Report  on  Methods  of  Dealing  with  Questions 
of  Recipient  Fraud  in  State  Public  Assistance  Programs,"  and 
instructions . 

III.    Secretary  Ribicoff fs  Directive  for  Welfare  Changes  to  Curb 
Abuses  and  Help  Recipients :    December  1961 . 

IV.    State  Letter  No.  5^0,  Dec.  8,  1961,  "Recipient  Fraud/'  and  enclo- 
sures: (a)  Handbook  of  Public  Assistance  Administration  IV-2600; 
and  (b)  "Development  of  Policies  and  Procedures  Relating  to 
Recipient  Fraud  in  Public  Assistance." 
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(APPENDIX  I) 

SUMMARY  OF  STATISTICAL  DATA  ON  DISPOSITION  OF  GASES  OF 
SUSPECTED  FRAUD 

Fiscal  Year  lyGk  l/ 

1.  During  the  year,  ^2,000  cases  were  identified  by  State  and  local 
public  assistance  agencies  as  cases  involving  a  possible  question 
of  fraud.    This  figure  represents  about  1  percent  of  the  average 
monthly  caseload  of  the  Federally  aided  categories .    For  the  adult 
categories  the  percentage  was  about  one-third  of  1  percent;  for 
the  AFDC  category,  the  percentage  was  about  3  percent. 

2.  Four  States  (California,  Illinois,  New  York,  and  Pennsylvania) 
accounted  for  about  70  percent  of  all  identified  cases .  Ten 
State  jurisdictions  reported  less  than  10  cases  each. 

3«    Upon  further  review  of  the  identified  cases  disposed  of,  the 

States  found  that  in  about  hc)  percent  of  the  cases  the  facts  were 
insufficient  to  support  a  question  of  fraud. 

h.    Only  6,700  cases,  or  less  than  0.2  01'  the  average  monthly  case- 
load were  referred  to  law  enforcement  officials  for  action.  The 
remaining  cases  were  no'c  referred  for  reasons  such  as  small  amounts 
of  money  involved,  voluntary  reimbursement  obtained,  special  hard- 
ship, etc.    California  accounted  for  one-third  of  the  cases  re- 
ferred to  law  enforcement  officials .    This  State  has  a  requirement 
that  all  cases  of  suspected  fraud  must  be  so  referred. 

5.    Of  the  total  cases  reported  disposed  of  by  law  enforcement  agencies 
(not  necessarily  the  same  cases  referred  during  the  fiscal  year) 
2,300  were  reported  as  prosecuted.    This  corresponds  to  about  0.05 
percent  of  those  receiving  assistance  during  the  year  assuming 
action  was  taken  within  the  year.    The  remaining  cases  were  disposed 
of  without  prosecution  for  a  variety  of  reasons . 


1/  Data  relate  only  to  the  Federally  aided  assistance  programs. 
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Fiscal  Year  1965  l/ 

1.  During  the  year,  40,600  cases  were  identified  by  State  and  local 
public  assistance  agencies  as  possibly  involving  recipient  fraud, 
with  slightly  more  than  three-fourths  of  them  in  the  program  of 
AFDC.    These  cases  represent  about  one  percent  of  the  average 
monthly  caseload  in  the  Federally  aided  programs,  three  percent 
of  those  in  the  AFDC  program,  and  about  one -third  of  one  percent 
in  the  adult  programs . 

2.  Three  States  (California,  Illinois,  Pennsylvania)  accounted  for 
about  57  percent  of  all  identified  cases.    Eleven  State  agencies 
reported  fewer  than  ten  cases  each;  four  of  these  administered 

only  programs  of  Aid  to  the  Blind. 

3.  The  facts  known  to  the  agency  were  insufficient  to  support  a 
question  of  fraud  in  somewhat  less  than  half  (1*7  percent)  of  the 
cases  involving  questions  of  fraud. 

k.    Facts  known  to  the  agency  supported  a  question  of  fraud  in  21,700 
cases.    Of  these,  the  agency  referred  8,100  (less  than  hO  percent) 
to  law  officials  for  action.    Most  States  do  not  refer  cases  if 
the  amounts  of  money  involved  are  small ;  if  voluntary  reimburse- 
ment or  payment  plans  are  worked  out;  or  if  special  hardship, 
mental  or  physical  limitation  of  the  recipient  or  other  factors 
rendering  the  case  not  actionable  are  present.    California  and 
Maryland,  however,  require  that  all  cases  of  suspected  fraud  be 
referred  to  law  enforcement  officials.    Excluding  data  for  these 
two  States,  the  proportion  of  cases  referred  to  law  enforcement 
officials  comprised  a  little  more  than  a  fourth  (26.U  percent) 
of  all  cases  in  which  the  facts  were  sufficient  to  support  fraud. 

5-    During  the  fiscal  year  law  enforcement  officials  disposed  of  approx- 
imately 6,600  cases,  including  cases  referred  both  during  and  prior 
to  the  beginning  of  the  fiscal  year.    Nearly  2,700  were  prosecuted. 
The  rest  of  the  cases  were  disposed  of  without  prosecution  for 
reasons  similar  to  those  enumerated  in  item  k  above. 


1/  Data  relate  only  to  the  Federally  aided  assistance  programs- 


36 


1177 


Fiscal  Years  1966  and  1967  l/ 

1.  Statistical  data  on  the  disposition  of  cases  of  suspected  fraud, 
for  each  of  the  fiscal  years  1966  and  19^7,  reveal  a  remarkable 
degree  of  similarity.    Unless  otherwise  indicated  the  statistical 
data  below  apply  to  each  year. 

2.  State  and  local  public  assistance  agencies  identified  39,  MX)  cases 
in  fiscal  year  1966  and  39>200  cases  in  fiscal  year  1967  as  in- 
volving a  question  of  recipient  fraud.    Slightly  more  than  three- 
fourths  of  them  were  in  the  program  of  APDC.    These  cases  repre- 
sent about  one  percent  of  the  average  monthly  caseload,  slightly 
less  than  three  percent  of  those  in  the  program  of  AFDC,  and 
approximately  one-third  of  one  percent  of  those  in  the  adult  pro- 
grams . 

3.  Three  States  (California,  Illinois,  Pennsylvania)  account  for 
slightly  over  three-fifths  (62  percent,  fiscal  year  1966;  63 
percent,  fiscal  year  1967)  of  all  cases  identified  as  possibly 
involving  fraud.    At  the  other  extreme,  11  States  in  fiscal  year 
1966  and  10  States  in  fiscal  year  1967  reported  fewer  than  ten 
cases  each.  2/ 

h.  Among  the  cases  involving  a  question  of  fraud,  the  facts  known 
to  the  agency  were  insufficient  to  support  a  question  of  fraud 
in  slightly  more  than  half  (5U  percent). 

5 .    The  facts  known  to  the  agency  supported  a  question  of  fraud  for 
18,200  cases  in  each  year.    For  fiscal  year  1966,  the  agencies 
referred  7,800  (U3  percent)  of  such  cases  to  law  enforcement 
officials;  for  fiscal  year  19&7,  7,000  (38  percent)  were  referred. 
Most  States  do  not  refer  cases  if  the  amounts  of  money  involved 
are  small .  if  voluntary  reimbursement  or  payment  plans  are  worked 
out;  or  if  special  hardship,  mental  or  physical  limitation  of  the 
recipient,  or  other  factors  rendering  the  case  not  actionable  are 
present.    California  and  Maryland,  however,  require  that  all  cases 
suspected  of  fraud  be  referred  to  law  enforcement  officials.  Ex- 
cluding data  for  these  States,  the  proportion  of  cases  referred 
to  law  enforcement  officials  comprised  a  little  less  than  a 
fourth  (23  percent)  for  fiscal  year  1966  and  slightly  more  than 
a  sixth  (17  percent)  for  fiscal  year  1967  of  all  cases  in  which 
the  facts  were  sufficient  to  support  fraud. 


1/  Data  relate  only  to  the  Federally  aided  assistance  programs,  OAA, 
AB,  APTD.  AABD,  AFDC. 

2/  Four  State  agencies  that  administer  only  the  program  of  Aid  to  the 
Blind  also  had  fewer  than  ten  cases  each  for  both  fiscal  years. 
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Law  enforcement  officials  disposed  of  approximately  6,800  cases 
during  fiscal  year  1966  and  approximately  6,100  cases  during  fiscal 
year  1967 ,  including  cases  referred  both  during  and  prior  to  the 
beginning  of  the  fiscal  year.    During  fiscal  year  1966,  almost 
2,700,  while  during  fiscal  year  1967>  2,600  were  prosecuted.  The 
rest  of  the  cases,  for  both  fiscal  years,  were  disposed  of  without 
prosecution  for  reasons  similar  to  those  enumerated  in  item  5  above. 
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(APPENDIX  II) 

Form  FS-3V3  (6/66)  Budget  Bureau  No.  122-R073 

DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE 
Welfare  Administration 
Bureau  of  Family  Services 

H.T.  No.  81 

VII -6100 

ANNUAL  REPORT  ON  METHODS  OF  DEALING  WITH  QUESTIONS 
OF 

RECIPIENT  FRAUD  IN  STATE  PUBLIC  ASSISTANCE  PROGRAMS 
State  Agency  Fiscal  year  196. 

Signature  of  agency  official 


A.    Administrative  and  Legal  Actions  on  Cases  Involving  Questions  of  Recipient  Fraud 


Item 

Total 

OAA 

MAA 

AFDC 

AB 

APTD 

AABD 

MAP* 

1.  Total  cases  disposed  of  (Sum  of  2  and  3)>»>* 

2.  Facts  insufficient  to  support  question  of 

3.  Facts  sufficient  to  support  question  of 

a.  Decision  made  to  refer  to  law 

b.  Decision  made  not  to  refer  to  law 

enforcement  officials  (Sum  of  (l)-(U)) 

(a) 

(b) 

(c) 

c.  Decision  with  respect  to  referral  to 
law  enforcement  officials,  pending.... 
k.  Action  bv  law  enforcement  officials 

b.  Disposed  of  without  prosecution 

(a) 

(b) 

(c) 

«  Medical  Assistance  Program  (Title  XIX ) . 
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Form  FS-3i*3  (6/66) 


Agency_ 


B.    Methods  of  Dealing  with  Questions  of  Recipient  Fraud 


1.  Describe  developments  during  this  reporting  period  in  regard  to 

(a)  improvement  of  methods  in  prevention  of  fraud,  and  use  of  criteria  in  identifying 

cases  in  which  there  may  be  a  question  of  fraud; 

(b)  problems  encountered  in  dealing  with  questions  of  recipient  fraud  and  steps  taken 

to  resolve  the  problems; 

(c)  Development  of  cooperative  relationships  with  law  enforcement  officials  and  courts; 

and 

(d)  receipt  of  Information  relative  to  court  actions  on  cases  involving  charges  of  fraud. 


Attach  continuation  sheets  if  needed. 


2.  Add  any  other  comments,  including  limitations  In  the  data,  suggestions  or  recommendations 
on  questions  of  recipient  fraud.  Attach  copies  of  reports  and  Interpretative  or  illus- 
trative materials  pertinent  to  the  subject. 


Attach  continuation  sheets  if  needed. 


-  2  - 
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Instr. 
June  1966 
VII-6100 


DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE 
Welfare  Administration 
Bureau  of  Family  Services 


INSTRUCTIONS 


FOR 


FORM  FS-3^3,  ANNUAL  REPORT  ON  METHODS  OF  DEALING 
WITH  QUESTIONS  OF  RECIPIENT  FRAUD  IN  STATE  PUBLIC 
ASSISTANCE  PROGRAMS 


Content;    Form  FS-3^3  provides  information  on:    (l)  administrative  and 
legal  actions  taken  in  clearly  defined  instances  of  villful  misrepresen- 
tation; (2)  developments  in  prevention  of  recipient  fraud  and  working 
with  law  enforcement  officials;  and  (3)  State  problems  in  these  areas. 
Section  A  is  a  statistical  report  on  administrative  and  legal  actions 
on  cases  involving  questions  of  recipient  fraud;  and  Section  B  is  a 
narrative  statement  describing  developments  occurring  during  the  year 
in  methods  of  dealing  with  questions  of  recipient  fraud. 

Requirements :    A  report  on  FS-3^3  is  required  annually  of  all  State 
agencies  administering  or  supervising  the  administration  of  public 
assistance  programs  under  approved  State  plans.    The  report  covers  the 
fiscal  year  ending  June  30  and  is  due  not  later  than  August  1  following 
the  year  covered  by  the  report. 

Submittal  Procedure:    Three  copies  of  the  report  on  Form  FS-3^3  are 
needed.    Submit  two  copies  to  the  Director,  Bureau  of  Family  Services, 
Welfare  Administration,  Department  of  Health,  Education,  and  Welfare, 
Washington,  D.  C.  20201;  and  one  copy  to  the  appropriate  regional 
family  services  representative. 

Instructions  for  preparation  of  report 

General:    Personnel  in  State  office  positions  or  units  responsible  for 
procedures  and  administrative  actions  related  to  recipient  fraud  should 
particpate  in  developing  plans  for  collection  and  use  of  the  data. 
Such  participation  should  occur  regardless  of  how  the  information  is 
collected  or  who  is  responsible  for  the  actual  preparation  of  the  report. 

Section  A.    Administrative  and  Legal  Actions  on  Cases  Involving  Questions 


The  statistical  items  to  be  reported  in  this  section  relate  to  all  cases 
disposed  of  during  the  year  by  the  person(s)  in  the  State  agency  having 
authority  to  take  such  action.    A  case  is  considered  to  be  disposed  of 
when  a  decision  has  been  reached  as  to  whether  the  facts  are  insufficient 
or  sufficient  to  support  a  question  of  fraud. 


of  Recipient  Fraud 
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H.  T.    No.  81 


kl 


1182 


Cases  should  be  classified  by  the  programs  specified  in  the  column 
headings . 

1.  Total  cases  disposed  of  (sum  of  items  2  and  3). 

Enter  the  total  number  of  cases  disposed  of  during  the  year,  as 
defined  above. 

2.  Cases  with  facts  insufficient  to  support  question  of  fraud. 

Self-explanatory . 

3.  Cases  with  facts  sufficient  to  support  question  of  fraud  (sum  of 
items  a,  b,  and  c). 

Self-explanatory . 

3a.    Decision  made  to  refer  to  law  enforcement  officials. 

Enter  the  total  number  of  cases  on  which  decision  was  made  to 
refer  to  law  enforcement  officials  regardless  of  whether  all 
procedures  necessary  to  make  the  referral  had  been  completed 
by  the  end  of  the  reporting  period. 

3b.    Decision  made  not  to  refer  to  law  enforcement  officials. 

Enter  in  the  total  and  in  the  appropriate  sub-classif ication(s) 
the  number  of  cases  in  which  a  decision  was  made  not  to  refer  the 
case  to  law  enforcement  officials. 

3c.    Decision  with  respect  to  referral  to  law  enforcement  officials  pending. 

Enter  the  number  of  cases  on  which  no  decision  with  respect  to 
referral  had  been  made  at  the  end  of  the  reporting  period. 

4.  Action  by  law  enforcement  officials  (sum  of  items  a  and  b). 

The  items  should  be  completed  to  the  extent  that  information  is 
available  from  law  enforcement  officials.    Because  of  the  time  lag 
involved,  the  cases  included  in  this  section  will  represent  a 
universe  that  overlaps  only  in  part  the  cases  reported  in  item  3* 
above .    Thus,  some  of  the  cases  reported  in  item  k  will  have  been 
referred  in  the  preceding  fiscal  year;  and  some  of  those  referred 
in  the  fiscal  year  will  not  have  been  acted  on  by  the  close  of 
the  year. 

ka.    Prosecution  initiated. 

Enter  here  the  total  number  of  cases  on  which  prosecution  was 
initiated  during  the  year  regardless  of  the  status  of  the  proceeding 
(pending  or  terminated)  at  the  end  of  the  year. 


Inatr.  Form  FS-3^3  (6/66) 
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kb.    Disposed  of  without  prosecution  (sum  of  items  (l)  through  (4)). 

Eater  in  the  total  and  the  appropriate  sub-classif ication(s)  the 
cases  disposed  of  without  prosecution  during  the  reporting  period. 

Section  B.    Methods  of  Dealing  With  Questions  of  Recipient  Fraud 

The  information  in  this  section  may  be  organized  and  presented  in 
accordance  with  the  State's  best  judgment.    Answers  should  be  developed 
as  fully  as  seems  necessary.    Attach  continuation  sheets  where  needed. 
Also  attach  pertinent  illustrative  materials  and  special  reports,  etc. 

1.  The  description  under  each  topic  should  be  representative  of  the 
State  as  a  whole.    Illustrations  from  local  agency  practice  should 
be  used  where  appropriate ,  but  should  be  clearly  identified  as  to 
whether  they  represent  a  general  or  unique  situation. 

2.  Include  in  this  section  additional  comments,  suggestions,  recommen- 
dations or  other  material  that  are  pertinent  to  the  subject  area  of 
recipient  fraud  and  that  add  to  the  informational  value  of  the 
report. 
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(APPENDIX  III) 

SECRETARY  RIBICOFF'S  DIRECTIVE  FOR  WELFARE  CHANGES 
TO  CURB  ABUSES  AND  HELP  RECIPIENTS:  DECEMBER  I96I 

In  a  memorandum  of  December  6,  1961  to  W.  L.  Mitchell,  Commissioner 
of  Social  Security,  Secretary  of  Health,  Education,  and  Welfare 
Abraham  Ribicoff  spoke  of  a  year -long  review  of  existing  laws  and 
policies  governing  operation  of  Federal-State  welfare  programs  with 
a  view  to  improvements .    He  said : 

1.    More  Effective  Location  of  Deserting  Parents .    One  problem 
warranting  prompt  attention  is  the  large  number  of  welfare  cases 
caused  by  the  desertion  of  a  parent.    The  number  of  desertions  across 
State  lines  is  increasing.    Efforts  must  be  spurred  to  locate  parents 
who  have  deserted  their  dependent  families.    These  efforts  should 
involve  the  following  course  of  action  by  the  States : 

Each  State  shall  establish  within  its  administrative  organi- 
zation for  Public  Assistance  a  special  unit  responsible  for  locating 
deserting  parents  of  children  who  are  applicants  or  recipients  of 
Public  Assistance.    This  unit  will  be  separately  identified  and  ade- 
quately staffed.    It  will  assist  law  enforcement  officers  and  others 
in  their  efforts  to  require  effective  discharge  of  family  responsi- 
bilities.   The  objectives  of  this  special  unit  will  be  to  reunite 
families  whenever  feasible  and  to  obtain  financial  support. 

Among  the  responsibilities  which  this  unit  would  help  perform 
would  be: 

(a)  Handling  intra-State  and  inter-State  inquiries  con- 
cerning deserting  parents,  and  coordinating  and  supervising 
such  activities  of  local  public  welfare  agencies  within  the 
State; 

(b)  Reciprocal  cooperation  with  other  States  in  helping 
to  locate  deserters,  obtain  support  from  parents  who  live 
in  States  other  than  where  their  dependents  are,  and  assess 
ways  of  restoring  broken  homes ;  and 

(c)  Establishing  procedures  for  analyzing  all  desertion 
cases  to  make  sure  the  agency  is  making  every  possible  effort 
x,o  locate  the  deserter. 
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2 .    Administrative  Actions  to  Reduce  and  Control  Fraud.  Control 
and  prevention  of  fraud  must  be  a  constant  objective  of  welfare  adminis- 
tration.   Information  from  administrative  reviews  and  special  studies 
by  independent  experts  all  indicate  that  the  proportion  of  ineligible 
persons  who  receive  assistance  is  not  more  than  1.5$ •    Those  who  re- 
ceive it  as  a  result  of  willful  misrepresentation  are  a  small  part  of 
that  percentage.    Nevertheless,  effective  steps  and  constant  vigilance 
are  necessary  by  Federal  and  State  agencies  both  to  prevent  fraud  and 
to  deal  effectively  with  it  when  it  occurs. 

"Proper  and  efficient  operation"  of  State  plans  under  Titles 
I,  IV,  X  and  XIV  of  the  Social  Security  Act  requires  that  provision 
will  be  made  to  assure  that  assistance  by  the  States  is  provided  only 
to  those  who  are  eligible  for  it.    To  this  end  State  and  local  welfare 
departments  already  maintain  extensive  procedures  for  investigation 
and  control  of  improper  payments,  but  improvements  can  and  must  be 
made . 

Existing  administrative  requirements  should  be  strengthened 
by  inclusion  in  the  State  plan  of  the  following: 

(a)  A  definition  of  fraud  in  accordance  with  State  law  as 
it  relates  to  receipt  of  assistance  payments; 

(b)  The  administrative  procedures  by  which  the  State  will 
assure  that  it  has  proper  and  efficient  methods  for  identifying, 
investigating,  evaluating,  and  referring  cases  in  which  there 

is  reason  to  believe  there  may  be  fraud  by  assistance  applicants 
or  recipients; 

(c)  Methods  that  will  be  used  in  investigation  of  instances 
of  suspected  fraud  that  are  consistent  with  the  legal  rights 
of  individuals; 

(d)  Designation  of  a  point  of  responsibility  within  the 
State  Welfare  Department  for  the  follow-up,  and,  if  indicated, 
referral  for  legal  action,  of  cases  in  which  fraud  appears 
likely; 

(e)  State  supervision,  review  and  control,  by  which  the 
agency  will  assure  that  the  plan  provisions  for  dealing  with 
cases  of  suspected  fraud  are  carried  out;  and 

(f)  Keeping  records  and  making  periodic  reports. 

The  States  should  make  periodic  reports  to  the  Department  of 
Health,  Education,  and  Welfare  on  the  nature  and  extent  of  the  problem 
so  that  it  can  be  kept  under  continuous  and  careful  surveillance  with 
a  view  to  making  any  future  administrative  or  legislative  changes  that 
may  be  indicated. 
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3.    Allowing  Children  to  Conserve  Income  for  Education  and  Employ- 
ment.   Title  IV  of  the  Social  Security  Act  provides  that  assistance  be 
given  only  to  dependent  children  who  are  in  need.    The  existing  pol- 
icies make  it  clear  that  States  may  permit  a  child  with  income  to  use 
it  to  meet  certain  special  needs  without  a  deduction  from  the  public 
assistance  grant.    These  include  costs  for  medical  care,  school  ex- 
penses, extra  clothing  and  transportation  needed  for  employment,  etc. 
All  of  these  needs  for  which  the  child's  income  may  be  used  relate  to 
something  which  is  currently  needed  by  the  child.    Not  enough  emphasis 
has  been  given,  however,  to  the  possibilities  of  recognizing  certain 
additional  needs  of  children  that  require  expenses  in  the  future  for 
which  their  own  income  should  be  conserved.    These  needs  include  edu- 
cation, medical  services  and  preparation  for  employment.    We  must  not 
stifle  incentives  for  children  to  earn  money  that  will  contribute  to 
their  future  independence. 

The  present  policy  should  therefore  be  modified  to  permit  the 
States  to  develop  their  own  arrangements  under  which  income  of  children 
can  be  dedicated  to  appropriate  future  needs  without  a  deduction  from 
the  public  assistance  payment.    States  should  be  encouraged  to  take 
full  advantage  of  the  opportunities  this  change  in  policy  affords. 

k.    Safeguarding  the  Children  in  Families  of  Unmarried  Parents. 
In  about  one-fifth  of  all  ADC  families  a  parent  is  unmarried.  These 
families  face  serious  social  problems,  which  are  of  concern  not  only 
to  themselves  but  to  the  entire  community. 

For  all  ADC  families,  but  specially  for  this  particular  group 
of  cases,  receiving  an  assistance  payment  is  not  a  complete  answer. 
If  we  are  going  to  avoid  as  far  as  possible  more  illegitimate  births, 
if  we  are  going  to  help  these  families  become  responsible  citizens, 
we  have  to  render  to  this  category  of  families  special  services  that 
we  have  seen  can  be  effective.    Providing  these  special  services  will 
involve  the  following  steps  in  each  State: 

(a)  Careful  examination  of  ADC  families  with  an  unmarried 
parent,  and  of  the  special  problems  they  face,  to  see  which 
families  are  most  in  need  of  special  services  and  which  prob- 
lems can  best  be  resolved  by  services ; 

(b)  Placing  the  selected  families  in  caseloads  sufficiently 
small  so  that  effective  services  can  be  provided  to  them  and 
making  sure  that  special  services  are  in  fact  rendered; 

(c)  Assigning  to  these  cases  staff  members  who  are  best 
qualified  by  education  and  experience  to  provide  the  kind  of 
services  that  are  needed; 
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(d)  Increasing  the  frequency  of  heme  visits  to  these  families 
so  that  those  with  serious  social  problems  are  seen  at  least 
once  every  three  months;  and 

(e)  Coordination  with  the  child  welfare  services  program 
to  assure  the  maximum  use  of  child  welfare  staff  in  providing 
consultation  and  services  for  the  special  problems  of  these 
families . 

Developing  plans  to  provide  these  special  services  will  re- 
quire close  cooperation  between  the  States  and  the  Federal  Government. 
I  therefore  propose  we  proceed  initially  by  issuing  to  the  States  within 
the  next  few  weeks  materials  outlining  these  important  responsibilities. 
This  will  enable  the  States  to  make  an  early  start  in  coming  to  grips 
with  these  unusually  difficult  problems.    Shortly  thereafter  we  will 
meet  with  the  State  welfare  administrators  in  Washington  so  that  we 
can  discuss  with  them  whatever  practical  problems  there  may  be  in  pro- 
viding these  special  services.    On  the  basis  of  this  advice  and  the. 
experience  gained  in  the  coming  months,  we  can  expect  to  issue  formal 
policies  by  the  middle  of  next  year. 

5.  Safeguarding  Children  in  Families  in  Which  the  Father  has 
Deserted .    A  second  group  of  ADC  families  where  special  services 
should  be  provided  are  those  in  which  the  father  has  deserted.  Deser- 
tion of  a  parent  with  the  accompanying  evasion  of  family  responsibility 
is  one  of  the  serious  indicators  of  family  breakdown  in  our  society. 
The  families  broken  by  desertion  are  faced,  in  most  instances,  by  many 
serious  social,  economic  and  other  problems.    This  is  particularly  true 
within  the  period  just  after  the  desertion  occurs. 

Therefore,  in  addition  to  the  steps  outlined  with  respect  to 
the  location  of  deserting  fathers,  the  same  kind  of  standards  should 
be  established  as  to  the  identification  of  such  families,  caseloads  of 
limited  size,  the  provision  of  services  by  trained  personnel  and  the 
provision  for  home  visits  at  least  once  each  three  months,  that  are 
established  for  families  in  which  the  parents  are  not  married.  The 
procedure  for  developing  these  special  services  should  be  the  same  for 
this  group  of  families  as  applies  to  the  group  discussed  in  paragraph  k. 

6.  Safeguarding  Children  in  Hazardous  Home  Situations.  In  addition 
to  families  in  which  the  mother  is  unmarried  and  those  in  which  the 
father  has  deserted,  there  are  other  family  situations  in  which  the 
physical  and  moral  development  or  children  is  seriously  threatened  and 
where  the  home  is  in  danger  of  becoming  unsuitable  for  the  children. 
Here  preventive  and  protective  services  are  clearly  called  for.  While 
no  single  problem  generally  accounts  for  these  threats  to  the  develop- 
ment of  children  into  responsible  citizenship,  we  know  there  is  a  need 
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to  identify  such  situations  at  the  earliest  possible  moment  and  to 
afford  them  the  best  appropriate  services  that  we  are  capable  of  pro- 
viding.   These  families  may  have  special  problems  such  as  money  mis- 
management, or  may  have  home  conditions  or  conduct  by  the  parents 
that  is  likely  to  result  in  inadequate  care,  inadequate  protection  or 
neglect  of  the  children.    Such  families  should  be  made  a  third  group 
subject  to  the  same  standards  of  intensive  casework  service,  using 
the  best  available  personnel,  that  are  established  for  the  families 
whose  problems  arise  from  unmarried  parents  or  desertion. 

With  respect  to  this  group,  arrangements  should  also  be  made 
for  including  in  the  State  plan  (a)  the  conditions  under  which  various 
protective  methods  will  be  used  in  making  payments  to  such  families 
when  appropriate  to  the  individual  case,  i.e.,  weekly  and  bi-monthly 
issuance  of  assistance  checks,  use  of  legal  representatives,  and 
guardianship,  and  (b)  a  program  for  increased  State  and  local  leader- 
ship and  participation  in  the  development  of  community  services  for 
rehabilitation  in  these  cases. 

7.    Improvement  of  State  Staff  Training  and  Development  Programs. 
The  central  core  of  proper  and  efficient  administration  is  personnel  — 
adequate  in  number  and  appropriately  trained  to  do  the  job  required. 
With  the  changing  characteristics  of  the  public  assistance  caseload, 
and  the  need  to  emphasize  more  and  more  the  preventive  and  rehabilita- 
tive aspects  of  public  welfare,  the  existence  in  each  State  of  an  ade- 
quate staff  development  program  is  imperative. 

Studies  show  an  alarming  shortage,  in  the  public  assistance 
programs,  of  personnel  with  the  necessary  professional  and  technical 
training  needed  to  deal  with  difficult  problems  such  as  illegitimacy, 
deserting  fathers,  and  protective  services  for  children  and  the  aging. 
Federal  financial  participation  is  now  available  for  the  administration 
of  staff  development  programs,  including  in-service  training  and  edu- 
cational leave,  as  a  part  of  the  costs  of  administering  public  assistance. 
However,  States  vary  in  their  present  implementation  of  a  balanced  and 
comprehensive  staff  development  program. 

Each  State  should  have  a  State -wide  staff  development  plan 
which  would  include  both  in-service  training  and  opportunities  for 
professional  and  technical  education. 

In  issuing  new  requirements  in  this  area  we  must  recognize 
that  States  will  need  time  before  they  can  be  expected  to  have  the 
fully  developed  training  program  which  is  contemplated.  Accordingly, 
provision  should  be  made  for  permitting  the  various  steps  to  be  imple- 
mented gradually,  starting  with  the  requirement  for  the  submittal  of 
a  five-year  plan  and  at  least  one  full-time  training  position  in  each 
State  agency  by  July  1,  1962.    An  annual  report  should  be  submitted 
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by  each  State  indicating  the  progress  made  in  implementing  the  plan  it 
has  developed. 

8.  Developing  Services  to  Families .    Too  much  emphasis  has  been 
placed  on  just  getting  an  assistance  check  into  the  hands  of  an  indi- 
vidual.   If  we  are  ever  going  to  move  constructively  in  this  field, 
we  must  come  to  recognize  that  our  efforts  must  involve  a  variety  of 
helpful  services,  of  which  giving  a  money  payment  is  only  one,  and 
also  that  the  object  of  our  efforts  must  be  the  entire  family. 

To  emphasize  these  ideas  the  name  of  the  Bureau  of  Public  Assist- 
ance -shall  be  changed  to  the  Bureau  of  Family  Services .    This  new 
designation  will  more  accurately  express  the  major  emphasis  in  our 
activities  and  policies  in  the  future. 

9.  Encouraging  States  and  Localities  to  Provide  More  Effective 
Family  Welfare  Services.    There  shall  be  established  within  the  newly 
designated  Bureau  of  Family  Services,  as  one  of  its  major  units,  a 
division  to  be  known  as  the  Division  of  Welfare  Services.    This  divi- 
sion will  give  special  attention  to  activities  carried  on  by  the  States 
in  the  reduction  of  dependency;  services  to  children  of  unmarried  moth- 
ers and  deserting  fathers;  services  to  families  with  special  problems 
arising  from  financial  mismanagement  or  mental  or  physical  inadequacy; 
studies  of  work  relief  activities  and  incentives  to  employment;  and 
other  activities  of  this  nature  which  can  contribute  to  the  prevention 
and  alleviation  of  dependency  among  aged,  blind,  and  disabled  persons, 
including  the  development  of  more  effective  legislative  proposals  to 
accomplish  these  objectives.    This  new  division  will  absorb  the  func- 
tions of  the  former  Division  of  Program  Standards  and  Development; 
additional  staff  will  be  shifted  as  required  to  the  new  Division  of 
Welfare  Services  in  view  of  its  new  responsibilities . 

10.  Coordination  of  Family  and  Community  Welfare  Services.  In 
order  to  assure  that  the  maximum  benefits  are  derived  from  our  pro- 
grams for  the  protection  and  well-being  of  children  carried  on  by  the 
Children's  Bureau  and  the  related  ADC  program  administered  by  the 
Bureau  of  Family  Services,  there  shall  be  established  a  new  position 
of  Assistant  Commissioner  in  the  Social  Security  Administration.  The 
Assistant  Commissioner  will  give  full  time  directing  the  coordination 
of  these  programs  and  to  the  development  and  stimulation  of  welfare 
services  that  will  involve  the  resources  of  community  organizations, 
both  public  and  private,  in  dealing  with  welfare  problems.    This  effort 
should  give  special  emphasis  to  all  services  and  activities  contributing 
to  the  strengthening  of  family  life. 
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(APPENDIX  TV) 

IN  REPLY  REFER 

DEPARTMENT  OF  fileno  IJ;/ 

HEALTH.  EDUCATION,  AND  WELFARE 
SOCIAL  SECURITY  ADMINISTRATION 

WASHINGTON  25.  D.C.  v 


BUREAU  OF  PUBLIC  ASSISTANCE 

December  8,  1961 


State  Letter  No.  5kQ 

TO  STATE  AGENCIES  ADMINISTERING  APPROVED  PUBLIC  ASSISTAH3E  fUOB 
Subject:    Recipient  Fraud 


This  letter  transmits  a  new  Handbook  section  IV-26O0,  Recipient  Fraud, 
as  part  of  the  official  interpretation  and  requirements  for  State  plans 
under  titles  I,  IV,  X  and  XIV  governing  eligibility  for  assistance  pay- 
ments, to  become  effective  April  1,  1962, 

Charges  of  widespread  ineligibility,  recipient  fraud  and  agency  failure 
to  apply  safeguards  gain  easy  public  acceptance  if  factual  reassurance 
is  not  easily  forthcoming.    Many  times  such  charges  are  based  on  dif- 
ferences of  opinion  about  who  should  receive  assistance,  rather  than 
any  knowledge  of  ineligibility.    Information  from  the  Bureau's  adminis- 
trative reviews,  State  agency  reviews,  and  special  studies  all  indicate 
that  the  proportion  of  ineligible  persons  who  receive  assistance  may  be 
about  1.5?«    Those  who  receive  it  as  a  result  of  willful  misrepresenta- 
tion are,  of  course,  an  even  smaller  part  of  this  total. 

Because  of  the  special  concern  of  the  public  about  Improperly  granted 
assistance,  everyone  concerned  with  the  administration  of  public  as- 
sistance programs  needs  to  understand  what  constitutes  fraud  in  its 
legal  aspects,  the  kind  of  action  to  be  taken  in  case  fraud  is  sus- 
pected, the  functions  of  specific  staff  members  in  regard  to  such 
cases,  and  methods  and  procedures  for  performing  these  functions. 

State  public  assistance  agencies  must  be  able  to  demonstrate  that  they 
have  taken  reasonable  precautions  to  prevent  fraud  and  have  developed 
clear  and  just  methods  for  dealing  with  fraud  when  it  occurs.    This  can 
be  accomplished  through  the  development  of  policies  and  procedures  which 
define  the  duties  of  staff,  and  provide  for  mandatory  records  and  making 
periodic  reports. 
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A  statement,  "Development  of  Policies  and  Procedures  Relating  to.  Recipient 
Fraud  in  Public  Assistance"  has  been  prepared  by  the  Bureau  to  assist 
State  agencies  in  this  area  of  administration.    A  copy  is  enclosed  and 
additional  copies  may  be  requested  through  the  region*!  offices. 

We  will  be  happy  to  receive  any  comments  or  suggestions  you  may  have 
about  this  policy  statement. 

Sincerely  yours, 

I    Kathryn  D,  Goodwin 
J  Director 

Enclosures  2 

Instructions  for  Handbook  Maintenance 

Insert  in  Part  IV  the  enclosed  Handbook  pages,  IV-2600,  IV- 2620  -  p.  2 
and  IV-263O  p  p.  jj, immediately  following  page  2520-2531,  dated  8/1^/53. 
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2600 

Handbook  of  Public  Assistance  Administration 

Part  17  Eligibility  and  Payments  to  Individuals 

2000-2999  Eligibility  12/P/cq 

2600,    Recipient  Fraud  l/ 

2610.    Provisions  of  the  Act 

See  IV-2110,  Provisions  of  the  Act 

2620,  Interpretation 

The  provisions  of  the  Social  Security  Act  set  forth  the  scope  of 
responsibility  in  grant-in-aid  programs  of  public  assistance.  They 
impose  an  obligation  on  State  agencies  to  provide  assurance  with 
respect  to  the  eligibility  of  recipients  of  public  assistance.  Such 
assurance  necessarily  rests  on  the  efficiency,  thoroughness  and  in- 
tegrity of  the  total  processes  by  which  initial  and  continuing 
eligibility  are  determined.    These  involve  legal,  financial,  and 
social  safeguards.    They  are  discussed  in  other  sections  of  the 
Handbook. 


Public  assistance  applicants  and  recipients  have  the  same  basic 
human  qualities  that  are  found  in  the  general  population  and  may  be 
subject  to  the  special  pressures  of  social  and  financial  insecurity. 
The  great  majority  of  applicants  and  recipients  will  be  honest  in 
their  dealing  with  public  assistance  agencies,  insofar  as  they  under- 
stand pertinent  regulations.    However,  some  persons  will  attempt  to 
obtain  assistance  through  fraud.    It  is  expected,  therefore,  that 
methods  of  administration  be  provided  not  only  to  minimize  the  op- 
portunity for  fraud,  but  also  to  place  responsibility  for  referring 
to  the  proper  authorities  those  situations  in  which  there  is  reason 
to  suspect  that  fraud  may  exist. 

Fraud,  in  all  of  its  aspects,  is  a  matter  of  law.    The  definition 
of  fraud  that  governs  between  citizens  and  governmental  agencies  is 
found  in  the  general  statutes  of  all  States.    Prosecution  therefor 
and  the  imposition  of  a  penalty,  if  the  individual  is  found  guilty, 
are  prescribed  by  law  and  are  the  responsibility  of  the  law  enforce- 
ment officials  and  the  courts.    All  such  legal  action  is  subject  to 
due  process  of  law  and  to  the  protection  of  the  rights  of  the  in- 
dividual afforded  by  this  process.    The  State  agency  should  seek  the 
help  of  its  legal  authorities  in  defining  fraud  according  to  the 
interpretation  of  the  State  law,  and  establishing  criteria  for  de- 
termining when  there  is  valid  reason  to  suspect  that  fraud  has  been 
practiced  in  order  to  obtain  assistance. 

1/  Superseded  by  HT  60  and  revised  IV -2600  dated  8/6/65.  Supplemented 
for  MA  under  Social  Security  Act  Title  XIX  by  HB  D-6800  dated  6/17/66 

Transmitted  by  State  Letter  No.  bhO 
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2620  -  p.  2 

Handbook  of  Public  Assistance  Administration 

Part  IV   Eligibility  and  Payments  to  Individuals 

2000-2999  Eligibility  12/8/61 

2620.    Interpretation  (continued) 

Although  agency  action  must  be  taken  in  either  case  there  must  be 
clear  distinction  between  misrepresentation  with  intent  to  defraud 
the  Government  and  misstatements  due  to  the  individual's  understand- 
ing of  eligibility  requirements  or  of  his  responsibility  for  provid- 
ing the  agency  with  information.    Similarly,  distinction  must  also 
be  made  between  intent  to  defraud  by  the  individual,  and  omission, 
neglect  or  error  by  the  agency's  representatives  in  securing  and 
recording  information.    Methods  of  securing  facts  necessary  to 
support  the  agency's  decisions  with  respect  to  eligibility  and 
amount  of  payment,  and/or  referral  to  law  enforcement  officials 
should  be  consistent  with  principles  recognized  as  affording  due 
process  of  law. 

Because  of  the  special  concern  of  the  public  about  improperly 
granted  assistance,  responsibility  for  identification,  investiga- 
tion, and  legal  action  should  be  clearly  designated.    There  must 
be  clearly  defined  procedures  for  determining  whether  the  agency's 
facts  are  to  be  referred  to  law  enforcement  officials  for  their 
decision  as  to  prosecution.    Some  States  may  wish  to  retain  re- 
sponsibility for  all  such  decisions  in  the  State  office;  others  may 
delegate  it  to  local  agencies  under  specified  conditions.  At 
either  level  a  position  or  individual  should  be  designated  as  hand- 
ling responsibility.    These  decisions  may  depend  on  whether  neces- 
sary prosecution  will  be  carried  out  by  the  State  or  local  law 
enforcement  officials. 

The  State  agency  is  responsible  for  supervision,  review,  and  keeping 
informed  of  action  in  cases  of  fraud,  irrespective  of  methods  of 
State  and  local  agency  organization  and  assignment  of  duties. 
Everyone  concerned  with  the  administration  of  public  assistance 
programs  needs  to  understand  what  criteria  are  used  to  refer  for 
decisions  as  to  possible  fraud;  the  kind  of  action  to  be  taken  in 
case  fraud  is  suspected;  the  functions  of  specific  staff  members  in 
regard  to  such  cases;  and  methods  and  procedures  for  performing 
these  functions.    The  agency's  responsibility  doas  not  include,  and 
may  not  infringe  upon,  the  functions  of  the  State's  law  enforcement 
officials  and  its  courts  in  prosecuting  and  adjudicating  with  re- 
spect to  fraud. 


Transmitted  by  State  Letter  No,  i?U0 
5* 
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2630 

Handbook  of  Public  Assistance  Administration 

Part  IV  Eligibility  and  Payments  to  Individuals 

2000-2999  Eligibility  12/8/61 


2630.  Requirements  for  State  Plans 

Effective  April  1,  1962,  a  State  plan  under  titles  I,  IV,  X,  or  XIV 
must  set  forth  the  legal  base  and  the  administrative  procedures  by 
which  the  State  will  assure  that  it  has  proper  and  efficient  methods 
for  dealing  with  facts  that  present  suspicion  of  fraud  by  applicants 
for  or  recipients  of  public  assistance.    Specifically,  the  State 
pian  must  provide  for: 

1.    A  definition  of  fraud  in  accordance  with  State  law  as  it  re- 
lates to  receipt  of  assistance  payments, 

2#    Identification  of  cases  in  which  there  is  reason  to  suspect 
fraud,  in  accordance  with  clear  criteria. 

3.    Methods  that  will  be  used  in  investigation  of  instances  of 
suspected  fraud  that  are  consistent  with  the  legal  rights  of 
individuals. 

U.    Designation  of  official  positions  that  are  responsible  for 
decisions  that  individual  case  situations  are  to  be  referred 
to  law  enforcement  officials. 

5.  State  supervision,  review  and  control,  by  which  the  agency 
will  assure  that  conditions  and  criteria  for  dealing  with 
cases  of  suspected  fraud  are  fulfilled. 

6.  Keeping  records  and  making  periodic  reports. 

2631.  Federal  Financial  Participation 

Federal  financial  participation  is  available  in  payments  to  or  in 
behalf  of  individuals  found  eligible  by  the  State  agency,  provided 
the  agency  has  acted  in  accordance  with  the  conditions  specified 
in  Handbook  IV-2232,  Federal  Financial  Participation  -  Determination 
of  Eligibility,  and  IV-5£L2-£5l3.2,  Federal  Financial  Participation  - 
Eligibility  in  Relation  to  Payments. 

Federal  financial  participation  may  not  be  claimed  in  payments  in 
which  assistance  has  been  obtained  through  fraud  unless  the  State 
agency  has  taken  prompt  action  on  indications  of  ineligibility  as 
specified  in  the  above  cited  sections. 


Transmitted  by  State  Letter  No.  $k0 
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December  1961 


DEVELOPMENT  OF  POLICIES  AND  PROCEDURES 
RELATING  TO  RECIPIENT  FRAUD  IN  PUBLIC  ASSISTANCE 


Introduction 

It  is  necessary  that  a  State  public  assistance  agency  carry  out  to 
the  best  of  its  ability  all  the  responsibilities  given  it  by  the  legis- 
lation governing  the  administration  of  the  public  assistance  program. 
This  applies  to  the  State's  responsibility  to  deal  with  those  persons 
who  deliberately  contrive  by  concealment,  misrepresentation  or  other 
dishonest  means  to  cause  erroneous  payment  to  be  made.    Before  a  State 
agency  can  carry  out  its  obligations  in  this  area,  it  must  have  a  clear 
understanding  of  the  nature  of  its  responsibility  when  there  is  reason 
to  believe  that  fraud  may  have  been  practiced  in  order  to  secure  assistance. 

The  purpose  of  the  statement  is  to  assist  States  in  clarifying  the  role 
of  the  public  assistance  agency  in  dealing  with  fraud  and  in  distinguish- 
ing the  agency  function  from  that  of  the  law  enforcement  authorities. 
Specific  suggestions  are  made  with  respect  to  (l)  the  content  of  State 
agency  policies  and  procedures  for  handling  cases  of  suspected  fraud; 
(2)  methods  for  developing  policies  and  procedures;  and  (3)  measures 
for  preventing  recipient  fraud. 

The  kind  and  extent  of  responsibility  that  can  be  properly  exercised 
in  this  area  are  not  a  matter  which  a  State  agency  is  free  to  decide  for 
itself.    To  find  the  answer  to  this  question  it  is  necessary  for  the 
State  agency  to  look  to  its  legislation  governing  fraud  and  interpre- 
tations, and  decisions  thereof  by  appropriate  legal  authority.  There 
must  also  be  cooperative  planning  between  the  public  assistance  and  the 
law  enforcement  agencies  to  establish  a  clear  understanding  of  the  role 
and  responsibilities  of  each,  methods  of  referral  and  exchange  of  informa- 
tion, and  what  each  agency  may  expect  of  the  other.    The  law  enforcement 
officials  will  be  able  to  advise  as  to  the  types  of  situations  suitable 
for  prosecution,  appropriate  investigative  practices,  the  kinds  of 
substantiating  information  which  will  be  required,  and  the  form  in 
which  evidence  is  to  be  submitted.    The  public  assistance  agency  can 
interpret  to  the  law  enforcement  officials  the  requirements  of  the  pro- 
grams it  administers  and  the  legal  safeguards  which  have  beer  established 
to  protect  the  rights  of  clients. 

Once  these  matters  have  been  clarified,  the  State  agency  can  proceed  to 
develop  policies  and  instructions  so  that  everyone  concerned  with  the 
administration  of  the  public  assistance  programs  can  understand  what 
constitutes  fraud;  the  kind  of  action  to  be  taken  in  case  fraud  is  sus- 
pected; the  functions  of  specific  staff  members  in  re*gard  to  such  cases; 
and  methods  and  procedures  for  performing  these  functions. 


*See  Handbook  of  Public  Assistance  Administration,  IV-2600,  "Recipient  Fraud 
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All  administrative  requirements  of  the  agency  should  be  kept  In  balance, 
so  that  procedures  to  be  employed  when  there  is  reasons  to  suspect  the 
possibility  of  fraud  do  not  outweigh  overall  administrative  effort 
directed  toward  accomplishment  of  the  agency's  objectives. 

One  of  the  basic  objectives  in  public  assistance  is  the  conservation 
a?*!  development  of  human  resources.    These  human  resources  have  a  direct 
relationship  to  economic  resources.    Their  conservation  involves  con- 
sideration of  such  matters  as  health,  employment  skills,  the  desire  and 
ability  to  manage  one's  own  affairs,  family  solidarity,  and  the  parental 
care  of  children  who  are  the  future  workers  and  parents.    This  objective 
can  be  attained  through  social  work  methods  where  there  is  sufficient 
staff  and  skilled  supervision  to  apply  them  to  overcoming  the  hazards 
that  threaten  needy  individuals. 

Experience  through  the  years  has  shown  that  the  agency  is  faced  with  a 
minimum  of  uncertainty  or  suspicion  as  to  its  determination  of  either 
eligibility  or  ineligibility  when  it  does  two  things;    first,  it  estab- 
lishec  clear  policy  statements,  requirements,  and  procedural  guide  lines 
concerning  eligibility  establishment;  second,  it  implements  these  with 
staff  through  a  continuing  in-service  training  program. 

Policies,  requirements,  and  recommendatdons,  should  be  established  on 
a  sound  and  logical  premise  that  public  assistance  applicants  and  recip- 
ients have  the  same  basic  human  qualities  that  are  found  in  the  general 
population.    A  fundamental  premise  of  democratic  government  is  the  rec- 
ognition of  the  right  of  an  individual  to  avail  himself  of  government 
services  and  the  companion  responsibilities  which  he  assumes  by  virtue 
of  exercising  this  right,    A  major  responsibility  in  this  respect  is 
that  of  honesty  in  his  dealings  with  government  agencies.    The  Bureau 
has  always  accepted  and  fully  endorsed  the  concept  that  people  are  es- 
sentially honest  in  their  dealings  with  their  public  agencies.  No 
reasons  to  support  a  change  in  this  principle  have  been  brought  forward. 
As  a  consequence,  the  Bureau  has  encouraged  State  agencies  to  develop 
their  policies  and  administrative  procedures  in  line  with  this  major 
premise. 

On  the  other  hand,  the  Bureau  has  recognized  that  there  are  exceptions 
to  this  general  principle  among  persons  applying  for  or  receiving  public 
assistance  even  as  exceptions  to  it  are  found  in  the  general  population. 
To  protect  against  this  small  minority,  The  Bureau  requires  State  agencies 
to  adopt  and  exercise  the  proper  controls  against  the  opportunity  to  com- 
mit fraud. 
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A.     Content  of  State  Agency  Policies  and  Procedures 
for.  Handling  Cases  of  Suspected  Fraud 

1 •     Local  agency  responsibility  for  investigation 

a*    Definition  and  interpretation  of  fraud 

Before  staff  can  be  expected  to  perform  their  functions 
in  a  responsible  manner,  the  State  needs  to  define  those  actions  which, 
if  proven,  constitute  fraud.    The  definition  of  fraud  in  a  State's  law 
is  the  basis  for  the  development  of  this  interpretation.    The  definition 
in  the  State  law,  however,  usually  needs  interpretation  to  public  assist- 
ance staff  with  respect  to  the  "willfulness"  of  the  misrepresentation,  or 
withholding  of  information  of  significance  to  the  receipt  of  assistance. 
The  State  agency,  with  the  help  of  its  legal  adviser,  will  want  to  make 
a  clear  distinction  between  deliberately  fraudulent  concealment  or  re- 
presentations by  an  individual  and  incorrect  omissions  or  representations 
made  because  of  mistake  or  lack  of  understanding  of  eligibility  require- 
ments or  of  his  responsibility  for  providing  the  agency  with  information. 
Similarly,  distinction  needs  to  be  made  between  willful  misrepresentation 
and  agency  omission,  neglect,  or  error  in  securing  and  recording  informa- 
tion.   Experience  of  staff  in  dealing  with  various  types  of  cases  of  sus- 
pected fraud,  whether  or  not  these  proved  to  be  fraudulent,  will  be  help- 
ful to  the  State  agency  in  formulating  a  definition  of  the  actions  that 
would  constitute  fraud  in  public  assistance.    Furthermore,  this  experience 
should  be  useful  in  developing  criteria  by  which  staff  can  apply  such 
interpretation  in  specific  cases. 

b.  Responsibility  of  staff  when  intent  to  defraud  is  suspected 

Even  with  clear  criteria  as  to  actions  likely  to  be  ad- 
Judged  fraudulent,  it  will  sometimes  be  difficult  to  determine  whether 
there  is  reason  to  suspect  fraud  in  the  individual  case.  Therefore, 
manual  material  should  also  include  instructions  to  staff  as  to  how  to 
proceed  when  indications  of  possible  fraud  come  to  their  attention.  This 
might  cover  such  points  as  a  more  intensive  investigation  around  the  partic- 
ular eligibility  factor  involved  and  review  of  the  facts  with  the  case 
supervisor,  both  to  evaluate  the  significance  of  the  information  obtained 
and  to  plan  next  steps  in  the  investigation  process. 

c.  Facts  necessary  to  support  a  finding  of  fraud 

Whether  fraud  on  the  program  has  occurred  is  usually  by 
law  a  question  for  the  courts  to  adjudicate.    However,  the  public  assist- 
ance agency  is  responsible  for  determining  whether  there  is  a  basis  for 
belief  that  fraud  may  have  been  committed.    Certain  Kinds  of  facts  are 
necessary  in  making  this  determination.    For  example,  intent  and  mental 
competence  are  importa  nt  elements  and  therefore  staff  will,  need  guidance 
in  the  kind  of  evidence  necessary  to  establish  an  individual's  motives 
when  intent  to  defraud  is  suspected.    This  is  an  area  which  the  State 
agency's  legal  adviser  or  law  enforcement  officials  will  be  able  to  make  clear. 
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d.    Reviev  of  questions  by  State  office 

The  instructions  to  local  staff  should  make  clear  who  in 
the  agency  will  he  responsible  for  decisions  that  there  is  intent  to 
defraud.    Same  States  may  wish  to  place  such  responsibility  in  the  State 
office  for  all  cases;  others  only  until  such  time  as  it  is  apparent 
that  local  staff  are  secure  in  their  understanding  of  policies. 

State  instructions  should  explain  why  these  decisions  are  being  made  in 
the  State  office  and  should  include  criteria  governing  the  selection  of 
cases  for  review  by  the  State  office.    The  State  field  staff  will  be 
helpful  in  teaching  local  staff  to  understand  and  use  the  criteria  in 
determining  which  cases  or  types  of  cases  will  need  to  be  reviewed  by 
the  State  office  and  whether  there  is  sufficient  information  to  support 
the  belief  that  fraud  has  been  committed. 

Cases  where  it  is  clear  that  the  problem  is  one  of  misunderstanding  or 
mistake  of  the  client  or  agency  error  will  need  to  be  handled  in  accord- 
ance with  other  agency  policies .    Instructions  should  be  specific  regard- 
ing the  responsibility  of  recipients  and  staff  in  case  assistance  is 
received  due  to  misunderstanding,  failure  to  report  facts  promptly,  or 
agency  error.    Clear  instructions  covering  Improper  payments  should  help 
staff  to  deal  with  various  situations  involving  improper  payment  in  an 
objective  fashion. 

Agency  policy  should  provide  for  the  continuing  of  assistance  if  current 
eligibility  of  recipients  is  clear,  while  facts  are  under  review  by  the 
State  office  or  the  law  enforcement  authority. 

2.     Responsibility  for  Referral  to  Law  Enforcement  Authorities 

a.    State  agency 

If  the  State  decides  to  place  in  the  State  office  decision- 
making responsibility  for  referring  cases  for  possible  prosecution,  the 
instructions  should  (l)  give  the  reason  why  this  is  being  done,  (2) 
indicate  the  extent  of  authority  to  be  exercised  by  the  State  office, 
(3)  designate  who  in  the  State  office  will  carry  out  this  responsibility, 
and  (h)  include  the  methods  and  procedures  to  be  followed.    After  these 
methods  have  been  decided  upon,  staff  need  to  be  trained  in  their  use. 

Any  action  taken  by  the  State  office  should  not  infringe  upon  the  function 
of  the  State's  law  enforcement  agencies.    Thus,  any  action   taken  by  the 
State  agency  should  consist  of  a  determination  as  to  whether  the  facts 
in  each  case  might  support  a  finding  of  fraud  by  law  enforcement  authorities. 
This  principle  may  result  in  the  State  office  tal:ing  one  of  three  different 
courses  of  action.    If,  after  thorough  review,  there  is  reason  to  believe 
that  fraud  may  have  been  committed,  the  State  office  would  decide  in  accord- 
ance with  established  criteria  whether  to  refer  the  case  to  the  appropriate 
law  enforcement  authorities,  and  the  latter  would  decide  whether  prosecution 
or  other  forms  of  legal  action  should  be  undertaken.    If  it  is  clear  to  the. 
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State  office  that  fraud  is  not  involved,  the  action  would  consist  of 
making  this  known  to  the  local  office  with  an  explanation  as  to  why  this 
decision  was  reached,  and  some  advice  as  to  how  to  work  further  with 
the  case.    In  the  event  the  State  is  unable  to  reach  a  decision  becau*« 
of  Inadequate  information,  State  office  action  would  consist  of  request- 
ing  the  local  office  to  furnish  additional  specified  information,  giving 
the  reasons  why  such  information  is  needed. 

The  State  agency  will  designate  the  State  staff  member  or  members  who 
will  exercise  the  authority  outlined  above.    The  agency's  legal  adviser 
should  play  an  Important  part  in  this  decision,  for  his  training  and 
experience  will  be  useful  in  determining  whether  the  facts  might  support 
a  finding  of  fraud.    In  States  where  cases  would  be  referred  to  State 
law  enforcement  officials,  the  instructions  should  include  procedures  to 
inform  the  local  office  of  the  progress  and  outcome  of  such  referrals. 

b.    Local  agency 

In  States  where  responsibility  for  legal  action  will  be 
carried  by  the  local  law  enforcement  authorities,  it  will  be  necessary 
for  the  local  office  to  determine  whether  the  facts  support  a  belief  that 
fraud  has  been  committed  and  to  refer  cases  to  the  authorities  for  appro- 
priate action.    This  responsibility  must  be  carried  out  under  State  super- 
vision in  accordance  with  State  policies  and  procedures.    The  local  office 
will  need  to  review  carefully  each  case  before  a  decision  is  reached.  As 
part  of  this  review,  the  local  office  may  want  to  consult  the  local  board 
or  a  designated  board  member,  the  State  field  supervisor,  the  agency's 
legal  advisor,  or  the  local  law  enforcement  officials.    In  cases  where 
it  is  difficult  to  reach  a  decision,  the  local  office  may  find  it  he2p- 
ful  to  submit  these  cases  to  the  State  office  for  advice.    This  would 
afford  an  opportunity  to  have  difficult  cases  reviewed  by  the  State's 
chief  legal  officials  before  referral,  as  well  as  by  State  office  personnel. 

It  should  be  clear  to  everyone  in  the  local  office  participating  in  these 
decisions  that  the  role  of  the  public  assistance  agency  is  limited  to  a 
determination  whether  referral  to  to  the  law  enforcement  authorities  for 
legal  action  is  justifiable.    It  should  also  be  clear  that  the  public 
assistance  agency  does  not  have  the  authority  to  prescribe  punishment. 

3.     Responsibility  for  Continuing  Work  With  Individuals 
Referred  to  Law  Enforcement  Authorities 

The  local  agency  will  need  clear  instructions  as  to  what  its 
responsibilities  are  when  cases  have  been  referred  to  the  law  enforcement 
authorities  for  evaluation  as  to  evidence  of  fraud.    If  the  latter  decides 
that  prosecution  should  not  be  undertaken,  the  local  agency  will  need  help 
In  understanding  and  accepting  the  decision  and  In  carrying  on  its  service 
to  the  Individual  under  regular  policies  and  procedures. 
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B ,  Methods  for  Developing  Policies  and  Procedures 

A  State's  policies  relating  to  recipient  fraud  should  be  designed  to  cope 
with  the  kinds  of  situations  faced  by  local  staff  in  the  day-to-day  ad- 
ministration of  the  public  assistance  programs.    Policies  can  be  developed 
in  accordance  with  the  realities  of  the  State  situation  by  securing  illus- 
trations of  the  kind  of  cases  in  which  staff  believe  there  was  intent  to 
secure  assistance  through  fraud.    Distinctions  can  be  made  between  such 
intent  and  occasions  when  there  is  some  reason  to  suspect  the  veracity  of 
applicants  or  recipients  but  no  demonstrable  intent  to  defraud. 

To  facilitate  the  development  of  criteria  to  identify  the  first  type,  an 
agency  may  wish  to  review  illustrations  of  the  various  types  of  cases  In 
which  fraud  was  believed  to  have  occurred,  and  borderline  cases  in  which 
it  was  later  decided  that  any  assistance  Improperly  received  was  due  to 
agency  error  or  to  misunderstanding  by  the  recipient  of  his  responsibilities, 
^his  might  include  illustrative  cases  that  have  developed  in  the  past  year 
or  two,  and  some  current  cases.    Information  should  be  furnished  by  the 
local  agency  in  support  of  its  belief  that  fraud  was  intended.  Analysis 
of  these  cases  will  be  valuable  to  the  State  agency  in  identifying  the 
kinds  of  problems  workers  and  clients  have  in  understanding  each  other. 
Policies  should  be  formulated  to  help  the  staff  to  clarify  its  responsi- 
bility and  discharge  it  effectively. 

The  State  should  collect  information  on  the  number  of  cases  of  suspected 
fraud,  the  circumstances  under  which  intent  to  defraud  appears  to  arise, 
the  kind  of  action  taken  by  the  agency,  the  client,  the  law  enforcement 
officials  and  the  courts,  etc.    The  State  agency's  instructions  should  be 
specific  about  the  kind  of  information  required,  who  is  responsible  for 
reporting,  and  methods  of  reporting. 

The  State  agency,  in  making  an  analysis  of  such  reports  may  wish  to  draw 
upon  the  experience  and  skill  of  both  agency  staff  members  and  its  legal 
adviser.    This  might  be  accomplished  through  the  establishment  of  a  com- 
mittee which  could  Include  staff  responsible  for  policy  development,  field 
supervision,  supervision  of  local  workers,  and  the  agency's  legal  adviser. 
Such  a  group  might  set  forth  same  of  the  essentials  of  staff  training  in 
contributing  to  the  understanding  and  proper  application  of  these  policies. 
These  are  recognized  as  highly  Important,  particularly  since  it  is  possible 
that  relationships  may  be  strained  when  State  decisions  are  made  which  do 
not  correspond  with  the  views  expressed  by  the  local  offices .    These  dif- 
ferences can  be  reduced  to  the  extent  that  there  are  clear  and  compre- 
hensive instructions  which  are  understood  all  along  the  line. 

C.  Measures  for  Preventing  Recipient  Fraud 

Taking  positive  measures  to  prevent  the  occurrence  of  fraud  is  a  part  of 
the  basic  responsibility  of  every  public  assistance  agency  for  proper  and 
efficient  administration.    It  is  only  when  preventive  measures  fall,  as 
they  will  in  som*  cases,  that  measures  to  protect  the  interest  of  the 
agency  and  public  should  come  into  play. 
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It  Is  highly  important  to  develop  a  positive  program  to  prevent  fraud 
through  policies  and  procedures  designed  to  strengthen  the  determina- 
tion of  initial  and  continuing  eligibility.    A  preventive  program  based 
on  this  principle  will  promote  efficient  and  economical  administration, 
establish  a  basis  for  good  relations  with  the  public,  and,  most  of  all, 
give  applicants  and  recipients  the  opportunity  of  working  with  the  agency 
on  a  basis  of  mutual  understanding  of  their  respective  obligations  and 
responsibilities .These  are  some  of  the  elements  of  administration  which 
are  considered  essential  to  the  development  of  a  positive  program  of 
fraud  prevention. 

1.     Sound  Program  Objectives 

The  agency's  objectives,  as  expressed  in  policies  and  staff 
practices,  should  be  positive  and  constructive,  reflecting  concern  for 
people,  recognition  of  human  rights,  and  the  intent  that  assistance  will 
be  granted  promptly,  adequately,  and  equitably  to  all  eligible  persons. 
A  climate  of  suspicion,  arbitrary  action,  and  harassment  of  recipients 
will  discourage  the  kind  of  cooperative  relationship  between  worker  and 
client  necessary  to  mutual  exploration  of  his  resources  and  potentiali- 
ties for  a  better  life. 

2*     Competent  Staff 

Staff  competence  is  an  essential  element  in  enabling  a  public 
assistance  agency  enlist  client  cooperation  so  as  to  carry  out  the  com- 
plex operations  of  determining  initial  and  continuing  eligibility  and 
the  proper  amount  of  payment  in  such  a  manner  as  to  reduce  to  a  minlmun 
the  opportunities  for  improper  payments  of  all  kinds.    Staff  must  be  able 
to  help  each  client  understand  and  accept  the  agency's  policies  governing 
eligibility.    Staff  must  be  able  to  apply  these  policies  to  individual 
cases.    Skill  in  establishing  relationships  and  in  interviewing  demands > 
some  knowledge  of  the  motivations  of  people  and  how  these  motivations 
influence  the  behavior  of  people  in  trouble.    The  aim  of  supervision  and 
staff  training  should  be  to  help  staff  develop  the  competence  needed 
for  proper  administration  of  the  public  assistance  programs. 

3.     Clear  Policies 

Continuing  emphasis  needs  to  be  placed  upon  clear  policies  and 
instructions  to  staff  regarding  the  objectives  of  the  State's  public  assist- 
ance program.    These  instructions  should  set  forth  the  specific  responsi- 
bilities of  staff  in  carrying  out  these  policies  in  a  way  which  is  con- 
ducive to  establishing  a  relationship  with  needy  individuals  in  which  facts 
can  be  secured  and  analyzed  together  and  sound  decisions  reached  that  are 
based  upon  these  facts. 

Methods  of  Investigation 

The  methods  of  investigation  should  be  suited  to  the  widely 
varying  situations  of  individuals  and  to  the  different  eligibility  factors. 
However,  they  must  also  be  subject  to  provisions  of  law  safeguarding  the 
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civil  liberties  of  individuals .    The  methods  of  investigation  may  not 
result  in  any  infringement  of  these  rights  by  agency  staff,  such  as  in- 
vasion of  the  privacy  of  the  home,  unreasonable  search  and  seizure,  denial 
of  due  process  of  law,  the  right  to  legal  counsel,  use  of  confidential 
information  for  purposes  other  than  administration  of  public  assistance, 
etc .    The  necessity  to  amplify  and  verify  information  obtained  from  the 
applicant  or  recipient  and  the  method  of  verification  will  depend  upon 
the  complexity  of  the  eligibility  factor  itself  and  careful  appraisal  of 
the  individual's  understanding  of  what  i6  needed  and  his  capacity  to  secure 
it.    One  way  to  achieve  this  understanding  is  by  meticulous  explanation  of 
eligibility  requirements  and  of  the  individual's  obligation  "to  report  all 
changes  in  his  health,  his  income,  his  resources,  his  living  arrangements, 
and  other  facts  that  affect  his  need  for  assistance*    Agency  instructions, 
supervision,  and  all  aspects  of  staff  development  should  be  so  directed 
that  staff  will  always  make  these  points  clear  in  the  initial  interview 
and  in  all  subsequent  contacts  with  individuals  receiving  assistance. 

Difficulties  may  be  apparent  when  there  is  a  reluctance  on  the  part  of 
the  individual  to  give  accurate  and  complete  information  or  to  assist  the 
agency  in  securing  facts  pertaining  to  his  eligibility.    Such  difficulties, 
if  skillfully  recorded,  will  guide  the  agency  in  determining  the  number 
and  nature  of  future  contacts  with  these  persons.    Skilled  interviewing 
will  also  furnish  clues  to  instances  of  possible  misinterpretation  which 
can  then  be  appropriately  handled  under  agency  policies.    These  discussions 
should  be  supplemented  with  a  leaflet  summarizing  the  eligibility  require- 
ments and  the  responsibilities  of  individuals  in  connection  with  the  receipt 
of  assistance.    In  addition,  a  written  statement  might  be  mailed  periodi- 
cally with  assistance  checks  to  remind  recipients  of  their  responsibility 
to  report  changes  in  circumstances. 

5.     Administrative  Supervision,  Controls,  and  Analysis 

All  agency  procedures  should  be  scrutinized  to  assure  that  ef- 
fective controls  are  established  and  are  in  operation  to  prevent  improper 
payments  at  any  time .    Records  should  contain  inf ormati.on  regarding  the 
precise  facts  which  are  specific  to  each  eligibility  requirement.  Agencies 
should  determine  how  frequently,  within  the  minimum  Federal  and  State  require- 
ments, reinvestigations  of  eligibility  ought  to  be  made  and  should  establish 
criteria  for  the  selection  of  cases  for  more  frequent  contact.    Proper  ad- 
ministrative controls  should  be  established  continuing  eligibility  and 
providing  other  services.    Competent  supervision  is  likewise  essential  in 
the  development  of  these  criteria  and  controls,  in  assuring  that  they  operate 
properly,  and  in  teaching  staff  how  to  use  them  effectively. 

Periodic  analysis  of  cases  involving  improper  payments  and  the  factors 
resulting  in  such  payments  can  be  helpful  to  determine  if  there  is  a  re- 
lationship between  misunderstanding  or  misrepresentation  and  specific 
eligibility  requirements. 
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The  effect  of  the  frequency  of  investigation  upon  the  extent  of  improper 
payments  and  of  concentrated  effort  to  help  the  recipient  accept  his 
responsibility  for  reporting  changes  can  he  studied  in  order  to  develop 
proper  agency  policy.   This  analysis  may  also  throw  light  upon  gaps 
or  weaknesses  In  agency  procedures  or  controls  requiring  corrective 
measures  in  order  to  strengthen  the  administration  of  the  program  and 
thereby  reduce  opportunities  for  misunderstanding  or  fraud. 

6.    Public  Interpretation 

State  public  assistance  agencies  should  be  able  to  demonstrate 
that  they  have  taken  reasonable  precautions  to  prevent  fraud  and  have 
developed  clear  and  just  methods  for  dealing  with  fraud  when  it  occurs. 
The  public  should  be  informed  of  the  nature  and  purpose  of  public  assist- 
ance, how  it  differs  from  social  insurance  or  pension  programs,  and  the 
rights  and  responsibilities  of  recipients  under  the  law. 
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